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PROCEEDI NGS

(10:36 a.m)

CHAI RPERSON SURO- BREDI E: Thi s hearing
will come to order. The hearing is being conducted by
the Trade Policy Staff Commttee, an interagency body
chaired by the Ofice of the U S Tr ade
Represent ati ve.

In addition to USTR, t here are
representatives fromthe Departnents of Agriculture,
Commer ce, St ate, Labor, and Treasury, t he
Envi r onnment al Protection Agency, and the U S.
I nternati onal Trade Conmi ssi on.

The I TC will conduct their own set of
hearings for the Southern African Custons Union, and
their participation in this hearing is in connection
with their role on the Trade Policy Staff Conmmttee.

The subject of this hearing is the
proposed negotiation of a free trade area with the
menber countries of the Southern African Custons
Uni on, SACU. The menber countries of SACU are
Bot swana, Lesot o, Nam bi a, South Africa, and

Swazi | and.
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The TPSC is seeking public comrent to
assist the United States Trade Representative in
anplifying and clarifying the negotiating objectives
for the proposed agreenent, and to provi de advice on
how specific goods and services and other matters
shoul d be treated under the proposed agreenent.

In addition to the testinony we will hear
today, interested persons, including persons who
participate in the hearing, may send witten comments
until noon, Decenber 20th, 2002.

Witten conments may include rebuttal
poi nts, denonstrating errors of fact or analysis not
poi nted out in the hearing. The first page of witten
comment s nmust specify the subject matter, including as
appl i cabl e, the product or products wi th HTSUS nunbers
or service sectors.

Under Section 2104 of the Bi parti san Trade
Pronotion Authority Act of 2002, known as the TPA Act,
for agreenments that will be approved and i npl enent ed
t hrough TPA procedures the President nust provide the
Congress with at |east 90 days witten notice of his

intent to enter into negotiations, and nust identify
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the specific objectives for the negotiations.

Before and after the submi ssion of this
notice the President nust consult with appropriate
Congr essi onal commttees and the Congressiona
Oversight Goup regardi ng the negotiations.

Under the Trade Act of 1974, as anended,
the President nust afford interested persons an
opportunity to present their views regarding any
matter rel evant to any proposed agreenent, nust design
an agency or inter-agency conmttee to hold a public
heari ng regardi ng any proposed agreenent, and seek t he
advice of the U S, International Trade Conm ssion
regarding the probable economc efforts on US.
i ndustries and consuners of the renoval of tariffs and
non-tariff barriers on inports pursuant to any
proposed agreenent.

I n Novenber of 2002, after consultingwth
rel evant Congr essi onal committees and t he
Congressi onal Oversight Group, the USTR notified the
Congress that the President intends to initiate free
trade agreenment negotiations with nenber countries of

the Southern African Custons Union and identified
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specific objectives for the negotiations.

In addition, the USTR requested the ITC s
probabl e econom c effects advice. The ITCintends to
provide this advice in April 2003.

To assist the Admnistration as it
continues to develop its negotiating objectives for
the proposed agreenent, the Chairman of the TPSC has
invited witten comments and/or oral testinony of
interested persons at a public hearing.

Comrents and testinony may address the
reduction or elimnation of tariffs or non-tariff
barriers on any articles provided for in the
Har noni zed Tariff Schedule of the United States that
are products of the SACU nenber Countries, any
concessi on whi ch woul d be sought by the United States,
or any other mtter relevant to the proposed
agr eenent .

The TPSC i nvites comments and t esti nony on
all of these matters, and in particul ar seeks cormments
and testinony addressed to about 10 itens that are in
my witten testinony, and | will just refer briefly to

a few.
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General and commodi ty-specific negotiating
obj ectives for the proposed agreenment. The econom c
costs and benefits to U S. producers and consuners of
the renoval of tariffs and non-tariff barriers.

The treatnment of specific goods, adequacy
of custons neasures, existing sanitary and phytosanity
nmeasures, proposals for service sectors to be
addr essed, rel evant trade-rel ated i ntellectual
property rights, relevant investnent issues that
should be addressed, and governnent procurenent
i ssues, and environnment and | abor issues that should
be addressed.

Comments identifying as present or
pot enti al trade Dbarriers laws or regul ati ons

that are not primarily trade-related
shoul d address the economic, political, and soci al
obj ectives of such regulations, and the degree to
whi ch t hey di scri m nate agai nst producers of the other
country.

At a later date the USTR, through the
TPSC, will publish notice of reviews regarding the

possible environnmental effects of the proposed
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agreenent, and the scope of the U.S. environnental
review of the proposed agreenent, and the inpact of
t he proposed agreenent on U S. enpl oynent and | abor
mar ket s.

Now, | would like to turn to Josette
Shiner, Associate U S. Trade Representative, for
additional remarks, and following this, the panel
menbers w Il introduce thenselves, and then we wl|
hear fromthe first witness. Thank you.

M5. SHINER:  Thank you, Carnen. It is a
pl easure to be here with you this norning, and to
begi n a di al ogue on our proposed free trade agreenent
with the Southern African Custons Union countries.

Wth this FTA President Bush and
Anbassador Zoellick believe that we have a unique
opportunity to craft a ground breaki ng agreenent that
will serve as a nodel for simlar efforts with the
devel opi ng worl d.

| look forward to hearing your thoughts
t oday on how we can achieve this for the United States
and for Southern Africa. Before we begin, | want to

say a speci al wel cone t o Anbassador Kyerenat en. Thank
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you for joining us.

You have been a very strong supporter of
our trade relations between the United States and
Africa. W are pursuing free trade w th Southern
Africa and other developing countries and regions
around the world because it is an American strategic
interest to do so.

This FTA is a vital part of our broader
effort todrive global trade |liberalization, tocreate
new commercial opportunities for United States
conmpani es, farners, and workers, in the fast grow ng
regions of the world, and to support the efforts of
devel opi ng countries that are seeking to nove into the
mai nstream of the gl obal econony.

And to close the painful divide between
north and south by broadening the circle of nations
that can benefit frominternational trade. Devel oping
countries are essential partners in our efforts to
bri ng down gl obal trade barriers.

Nearly three-quarters of the WIO nenbers
are devel oping countries. Bil ateral and regional

FTAs, like this one, create val uable conpetition and
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i beralization. They strengthen our allies, and build
pressure for reformand change in | arger markets |ike
Eur ope, Japan, India, and Brazil.

FTAs can also serve as |aboratories for
i beralization, and nodel s for gl obal negotiations by
establ i shing new and creative disciplines, especially
to deal with fresher topics on globalization agenda
i ke e-commerce, intellectual property in the digital
econony, |abor and environmental cooperation, and
expandi ng services trade.

Mor eover, by worki ng nore intensively with
devel opi ng countries on FTAs, or even in preparing for
them the United States is finding that we are
strengthening their capabilities to engage in regional
and gl obal negotiations by helping to build capacity
in these areas.

In our FTA with Southern Africa, for
exanple, we plan to closely target capacity buil di ng
efforts to hel p these nations overcone obstacl es t hat
hi nder effective participation in trade negoti ations.

As a result, we hope that our devel oping

world FTA partners will help forge a new global
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coalition in support of open markets by expanding
their stake in the global trading system

A free trade agreenent between the United
States and Southern African countries wll also
deliver imedi ate and tangi ble gains for our private
sector and individuals.

It will |ower higher regional tariffs, and
give US. firms preferential access to our |argest
export market in the sub-Sahara and Africa, worth nore
than $3.1 billion |ast year.

It will also provide an opportunity to
address | ongstandi ng regul atory barriers, and to help
| evel the playing field in areas where U. S. exporters
wer e di sadvant aged by t he European Union's free trade
agreenent with South Africa.

For Southern Africa, an FTA promises to
strengthen national economc reform and develop
efforts, by locking in access to the U S. market,
encouraging greater foreign direct i nvest ment ,
pronoti ng regi onal integration, and | oweri ng perceived
i nvest ment ri sks.

The five Southern African countries are
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anong the strongest economc refornmers on the
conti nent. They have nmde significant progress in
their own regional integration efforts, and are the
| eadi ng beneficiaries of AGOA

In 2001, they collectively were the nunber
one U S. supplier of non-fuel goods under this
program accounting for nore than a quarter of total
non-fuel inports. They have seen the position role
that trade can play in pronotion econom c growth and
devel opnent .

Now they are taking an inportant step
t owar ds open markets and deeper commrerci al engagenent
with the United States. W hope to begin that step by
| aunching formal negotiations in April of next year.

Anbassador Zoellick has set an anbitious
goal for conpleting negotiations by Decenber of 2004.
As we nove forward with this historic initiative, we
| ook forward to working wth the Southern African
countries, with Menbers of Congress, and with all of
you.

No matter how successful an FTA and the

broader U.S. trade agenda can only provide a framework
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for progress. There will be business peopl e, workers,
civil society, and others that will do the hard work
to change the worl d.

By har nessi ng conpetition and openness, to
I nprove productivity by investing in new markets, and
by adopting a long term vision that recogni zes the
essential link between trade and prosperity. Thank
you.

CHAlI RPERSON SURO- BREDI E:  Thank you very
much.

M5. SHINER: | just wanted to recognize,
as | believe we have representatives of the Enbassies
of South Africa, Botswana, and Lesotho here. If you
woul d just identify yoursel ves, and wel cone.

CHAI RPERSON SURO BREDI E:  Thank you very
much for comng. W will now have the panel introduce
t hensel ves, starting with the Departnent of Conmerce.

MS.  ROBI NSON- MORGAN: Good nor ni ng. \%%
nane i s Alicia Robinson-Mrgan, and | amwith the U S.
Depart ment of Commrerce, O fice of Africa.

M5. SAN M GUEL: Carnen San M guel,

Depart nent of the Treasury.
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M5. HYLAND: | am Carnen Hyland, and | am
fromthe Departnent of State.

MR, MOORE: | am Chris More, and | am
withthe Ofice of the U S. Trade Representative, with
the Ofice of Africa.

M5. HAM LTON: | am Connie Hamlton,
senior director for Africa at the USTR

CHAlI RPERSON  SURO- BREDI E: I am Carnen
Suro-Bredie, the Chair of the Trade Policy Staff
Comm ttee.

MR. HANSEN: | am Erik Hansen, and | am
with the US. Departnment of Agriculture, and
specifically the International Trade Policy Division.

M5. MERCURIO | am Christina Mercurio,
and | am with the US. Environnental Protection
Agency, O fice of International Affairs.

M5. BONARRI VA:  And | amJoanna Bonarri va,
fromthe U S. International Trade Conm ssi on.

CHAI RPERSON SURO- BREDI E: Now, | think we
may have a pause because | don't believe that our
first witness is here yet. |Is that correct? Is M.

Vastine here yet? Are any other wtnesses in the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

17

audi ence? Yes. Thank you so much for you bravery.

MR. SAMET: It kind of ruins ny strategy.

CHAlI RPERSON SURO- BREDI E: Thank you so
nmuch. You may proceed. Pl ease identify yourself
since we are taking you out of order, and thank you
agai n for your kindness.

MR. SAMET: Thank you, Madam Chair. My
nane is Andrew Sanet, and | amwth the law firm of
Sandl er, Travis and Rosenberg, and | amhere on behal f
of the Association of Food Industries.

The Association of Food Industries
appreci ates the opportunity to provide this testinmony
regarding free trade agreenment negotiations with the
countries of the Southern African Custons Union.

AFl is a trade association of over 200
food inport conpanies based in Neptune, New Jersey.
W strongly urge that a free trade agreenent
i medi ately elimnate all tariffs under Chapter 20 of
the Harnonized Tariff Schedule on Inported Canned
Fruit and Veget abl e Products fromthe countries of the
Sout hern African Custons Uni on.

Qur reconmendation is based upon the
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foll owi ng considerations. First, we believe that the
i medi ate renoval of the tariffs would benefit U S
consuners who face significant tariffs on a nunber of
i nported itens from South Africa, including, for
exanple, tariffs of 29.8 percent on canned apricots,
17 percent on canned peaches, and 14.9 percent on
canned m xed fruit.

Second, the immedi ate elim nation of al
tariffs under Chapter 20 would enhance the existing
i ncentive under AGOA for AFlI conpanies to build trade
relations with the countries of SACU

Most items under Chapter 20 have been
given tariff-free preferences under AGOA, and those
itenms should continuetoreceiveinmediate tariff-free
entry under an FTA

The i nportance of such tariff entri es nade
cl ear by a recent proposal to renove AGOA eligibility
for canned pears ostensi bly because i nports from Sout h
Africa, although still very nodest in total trade, and
as a percentage of U.S. consunption, had increased
under the tariff preference provided by AGOA.

Thi s recent effort tow thdrawthe benefit
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has sent a strong negati ve nessage to both African and
U.S. conpanies that any success under AGOA, however
nodest, could be wundone by having eligibility
Wi t hdr awn.

So it is even nore critical that the FTA
lock in the immediate tariff free elimnation of al
Chapter 20 articles, including for canned apricots,
canned peaches, and m xed fruits.

In the canned fruit area, South Africa
conpetes with other |arger economes that supply the
US. market, including China, Australia, Spain,
G eece, and Canada.

For the nobst part the elimnation of
tariffs on canned fruit itens only permt South Africa
the opportunity to conpete nore effectively against
those other foreign suppliers for the share of the
mar ket taken by inports. Most of these other
suppliers have better geographic proximty and | ower
freight costs to serve the U . S. narket than does South
Afri ca.

Third, inmports fromSouth Africa represent

a very nodest, and indeed, negligible share of total
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U.S. canned fruit consunption, and so the inmmediate
elimnation of all tariffs on South Africa's products
woul d have virtually no i npact on sales or prices for
U. S. producers.

For overall inports under Chapter 20,
South Africa was the 17th largest supplier in 2001
providing $23 mllion in inports out of a total of
$2.6 billion, or less than 1 percent of the total.

Mor eover, there is no clear upward trend.
Bet ween 1987 and 2001, the average anmount of inports
from South Africa was $25 mllion. On the key itens
excluded from AGOA eligibility that should always
receive immedi ate tariff-free entry under an FTA, the
picture is nmuch the sane.

Canned apricots, although South Africais
the largest single supplier, total inports were only
$369, 000 in 2001, and for the first 9 nmonths of 2002
they are down slightly fromthe pace of |ast year.

Total inmports fromall sources were only
$687, 000 i n 2001. For canned peaches during the first
9 nonths of 2002, inports totaled $32 mllion, wth

Sout h Africa supplying only 10 percent of that anmount,
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or $3.2 mllion. G eece accounted for over $20
mllion.

For canned m xed fruit, the total inports
for 2001 were about $34 million, with South Africa
only supplying one mllion. Canada and Mexi co supply
about 75 percent of the total. O her suppliers |arger
than South Africa for the first 9 nonths of 2001 were
G eece, China, and Spain.

Fourth, the renoval of duties on projects
from South Africa inmmrediately under the FTA woul d
all ow South Africa to strengthen its position in the
conpetitive U.S. market |argely in conparison to other
foreign suppliers.

G ven variability in weather production
and i nventories, there will continue to be some anmount
of inports, just as U S. canners continue to export at
nodest levels roughly equivalent to the |evel of
i nports.

At the sanme tinme constraints on suitable
| and and water resources make any threat of |arge
increases in South African exports to the U S. market

hi ghl'y unlikely.
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The June 2001 U. S Departnent  of
Agricul ture Conpetitor Reporter on South Africa stated
W th regard to deci duous fruit production that because
South Africa faces a general shortage of water and
much of their agricultural produce is grown under sone
| evel of irrigation, expectations for |arge increases
in production are non-existent.

| ndeed, in October, the U.S. Departnent of
Agriculture issued a report indicating that due to
weat her condi ti ons canned deci duous fruit production
in South Africa for cal endar year 2002 is likely to be
down 12 percent froma year earlier.

In conclusion, the AFl supports the views
of the U.S. Trade Representative Zoellick highlighted
in speeches that he gave during his trip to Africa
earlier this year when he discussed the DOHA agenda
and the SACU FTA.

In a speech i n Kenya, Anbassador Zoellick
enphasi zed that opening new markets to Africa's farm
exports could do nmuch to counter poverty throughout
t he continent.

He cited the exanple of AGOA to the South
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African food processing firm that grew from four
enpl oyees to 45 selling sugar-free fruit bars to a
Cali fornia conpany.

AFl is of the strong view that the
I medi ate elimnation of tariffs under an FDA on al
articles under Chapter 20 would help create nore such
success stories, and would be in the interests of U S
consuners who would create a stronger free trade
agreenent. Thank you.

CHAI RPERSON SURO- BREDI E:  Thank you, M.
Sanet . It was Henry Janes who said the first
Christians gets the hungriest lions, and we will be
very, very kind to you since you hel ped us by going
first. The first question will be asked by the
Departnent of Agriculture.

MR. HANSEN. Yes. Thank you. M question
is wuldinports conpete with other foreign suppliers,
such as the EU, or woul d they conpete nostly with U S.
domestic suppliers?

MR.  SAMET: | think our view -- and we
represent conpanies that inport these products, not

only from South Africa, but from el sewhere, is that
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they largely conpete wth inmports from other
countries.

If South Africais in conpetition for the
I nport share, then that inport share is likely to go
to anot her supplying country. There is always goi ng
to be a certain percentage of inports.

MR. HANSEN: Thank you.

CHAI RPERSON  SURO- BREDI E: The next
question will be asked by the International Trade
Conmi ssi on.

M5. BONARRI VA: You nentioned that the
U.S. consurmer will benefit from duty-free access of
certain canned fruit products from South Africa. Do
you have any specific data that quantifies the
benefits?

MR SAMET: Well, | think I listed three
tariff items in here that were excluded from | GOA
eligibility, which you are can are fairly howtariffs,
al nrost 30 percent on canned apricots.

So the renoval of that tariff obviously
woul d provi de sone benefit to the U. S. consuners that

woul d have access to that lower price of inported
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product .

CHAI RPERSON SURO- BREDI E:  The Depart nent
of Commerce.

M5. ROBI NSON- MORGAN: The International
Trade Commi ssion found that the U S. canned fruit
I ndustry is inmport sensitive, and woul d be negatively
I npacted by duty-free AGOA eligibility. How do you
respond to this finding?

MR. SAMET: | think they may have reached
-- | don't know the specific finding that you are
| ooking at, but in terms of certain categories that
wer e excluded, those were |i sted.

I think that you need to | ook at the data
todetermneisit inport sensitive to the extent that
any level of potential increased access for South
Africa is likely to have a negative inpact.

| don't think that is the case. W know
as we just tal ked about that South Africa nostly just
conpetes with ot her foreign countries exportingtothe
United States for that market share that goes to
i mports.

So it is not like it would be the South
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African product, and it is likely to go to one of the

ot her supplying countries. | think that is the main
point that | would say. The second point would be
that there is as | said a limt, a significant

[imtation on the ability of South Africa to increase
its production anyway.

So FTA in this area is likely to help
South Africa to a certain extent, but it is not going
to be a large volune in terns of the overall U S
consunption. It wll be large in the South African

context, but not in the context of the U S. overall

mar ket .

CHAI RPERSON SURO- BREDI E:  Does anyone el se
have anyt hi ng? If not, thank you very nuch, M.
Samet. Now | believe that we are still mssing our

first witness, and are there any ot her people who w ||
be testifying later in the audience that would like to
testify now? No?

If not, then we are going to unfortunately
have to adjourn for 15 mnutes until 11:15, when we
are sure to have our first witness to testify, and ny

apol ogies to the audience. But that is what we wll
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have to do. W wll neet again at 11:15.

(Whereupon, at 11:03 a.m, the public
hearing was recessed and resuned at 11:16 a.m)

CHAlI RPERSON SURO- BREDI E: This hearing
will come to order. Qur next witness is M. Robert
Vastine, President of the Coalition of Service
I ndustries. Welcone.

MR. VASTINE: Thank you very nuch, Madam
Chair. It is a pleasure to be here to talk a little
bit about services. | see sone new faces or many new
faces, and one of the reasons that | enjoy testifying
here and appearing here is that each tinme there are
new faces behind the table, and it is a chance to
explain a little bit about CSI and about services.

The last time, Madam Chair, you reni nded
me that sone people mght not know what AFORA
(phonetic) is.

CHAI RPERSON SURO- BREDI E:  Yes.

MR.  VASTI NE: And so | wll take this
opportunity I guess to as well discuss sone of those
issues. First of all, CSI is acoalition representing

very broadly every elenent of the U S. service

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

28

econony, except for, let's say, the personal service
sector and retailing.

We hope to reenconpass the retailers in
our nenbership, but apart from that, we represent
travel and tourism which is the biggest sector of the
U S. services export/inport record, as well as
financi al servi ces, i ke I nsurance and
t el econmuni cati ons, and banking, and information
technol ogy, and express delivery, maritinme shipping,
et cetera.

Sonmebody once described a service as
sonething that will fall on your foot and not hurt.
The economic definition, the strict definition, is
much nore conplex than that, and really not very
hel pful. But the inportant thing is that services is
by far the |largest percentage or portion of our
econony.

It accounts for 80 percent of our econony,
as well as 80 percent of U 'S. enploynent. That is
wel | above nobst or every other country in the world.
Maybe Hong Kong clains to be a little higher, at

roughly 90 percent, which initself is an interesting
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story. but we are not going to go there right now.

In services, we are very conpetitive. W
say that we are the nost conpetitive country in the
worl d in services. The European Union says it is, but
only if you conbine all the nmenbers of the European
Uni on.

As a single country, the United States is
head and shoul ders t he best conpetitor inthe worldin
services, and the fruit of that is that we have a $78
billion surplus last year, | believe, in services.
That surplus is declining, however, partly because of
the effects, the lasting effects of international
events on travel and tourism

W need to -- and because we still face a
very large set of barriers to our trade and services
t hroughout the world. Now, trade and services is
di sti ngui shed by a very conpl ex set of -- | shoul d not
introduce this as that conplex, but a set of
definitions that hel p one understand what it is.

Trade and services according to the
general agreenment on trade and services, and that is

the WIO | egal franework under which the services are
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dealt with in the WIQ provides for four nodes of
supply of services.

These nodes of supply are cross-border
delivery and services. That's when |I sell sonething
to -- | can see a marine insurance policy to sonebody
i n Singapore under the new agreenent from New York
| don't have to go there.

The second i s consunpti on abroad, and t hat
I's when any foreigner visits the United States to go
to the doctor, to get surgery, to study, or to enjoy
the theater in New York. So that enbraces travel and
tourism That is a very |large account.

But t he bi ggest account is node t hree, and
t he bi ggest formof delivery, node three, that is when
a US. conpany or a U S. legal entity, goes abroad and

establ i shes commerci al presence, and that can be not

just a conpany. It could be also a university or a
hospi t al

Its comer ci al presence nmeans
establ i shnment . You have got to go to a place |ike

India and set up business in order to provide

education or health services, or to sell an insurance
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policy.

You can't sell life insurance policies to
sonebody in India froman office in New York. You
have to be in India. And so really node three is
real |y absolutely the | argest source of node by whi ch,
or means by which, we trade in services.

And this is a huge -- | have forgotten the
nunber right now, but the gross anmount of U. S. foreign
affiliates sales to foreigners, and that is to say the
gross or the anount of sales by U S. conpani es | ocat ed
abroad to foreign people, foreign citizens, vastly
exceeds our total export of services.

| think it is about $300 billion. It is
a very substantial elenment of our foreign engagenent,
and indeed the Labor Departnent, and in the pure
econom ¢ analysis at Comerce, are changing the way
they account for trade and services to include this
measur e, because the contenporary econony of services
can't be captured just by measuring cross-border
trade.

Then finally the fourth node of supply is

the novenent of people -- consultants, |awers,
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accountants -- who go abroad and deliver a service --
techni ci ans, managers -- and this is called personnel
mobility or node three

And it 1is to be distinguished from
I mmgration issues which | can get to later if you
wish. So in order for us to keep conpetitive, and to
keep growing internationally, we need to reduce
barriers to each of those four nodes of supply.

And that is what we are engaged in in the
WO, and in the separate bilateral agreenents. Now,
CSl is very eager to participate and to support the
adm nistration in its bilateral strategy.

We at the sane tine feel there is no bar
to our participating extrenely actively in the WQO
We feel that it is all nutually reinforcing at the end
of the day.

And that indeed one of the best ways to
notivate high quality agreenments in the WO is to
secure themin these bilaterals. So the bilaterals
are for us, particularly Singapore and Chile,
extrenely inportant as benchmarks, as very high

qual ity agreenents, and essentially those agreenents
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as we know t hemw t hout havi ng been able to study the
texts, are very good agreenents.

And i ndeed have ful filled our objectiveto
service a sector objective of being high quality, and
therefore, nodels for other agreenents. Now, to help
wth -- to help you all wth this, and wth
understanding U S. service sector objectives in each
of these agreenents, including accession agreenents,
i ke the Russian accession and the Vi et nam accessi on,
we have conpiled a handbook or a guide book called

Services and Priorities.

And in this case we have | abeled it for
the U S. and Southern Africa Free Trade Agreenent.
And inthis youwill find a conpendium a conpil ation,
or a guide, a quick guide, to the objectives of
advertising, audio-visual, conputer, education, and
energy environment, express delivery, financia
servi ces, | egal servi ces, maritime  services,
mul timedia i nformati on and technol ogy, tel econs, and
touri smservices, to say nothing of across the board
cost cutting issues that are very inport that | am

going to go into in a mnute having to do wth
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transparency, and electronic commerce, and the
novenent of natural persons.

So it is all here in 79 or 80 odd short
pages, and we would be glad to nmake it available to
you individually, but it is also on our website. So,
SACU.

SACU poses very special chall enges. I n
Chili and Singapore, we were dealing with two
econom es that have basically reached a |evel of
maturity which enabled us to meke pretty strong
demands for liberalization. And thus we did achieve
good results.

CAFTA and Morrocco basically could be
equated as countries that have a |lower and |esser
| evel of devel opnent, and pose al so thereby a speci al
set of chall enges.

SACU cones i n a speci al different category
because of the nature of the five entities conprising
SACU. Three of the countries are very poor, and two
of the countries are wealthier, and we have used a
very handy neasure provided by Bernard Hopenan and

devi sed by Bernard Hopeman at the World Bank, which
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says that -- and which indicates that Botswana,
Swazi | and, and Nam bi a, have each committed to under
5 percent of all their possible WO GATS commi t nent s.

That is to say that if you took every
commtnment that you could make in the GATs, those
three entities have taken over 5 percent, have made
only 5 percent in commtnents, and very few of those
are of a commercial presence, which is the nost
i nportant.

That is to say, investnent. South Africa
and Lesotho by contrast have made conmitnents in 24
percent of all possible commtnents, and that is a lot
better, but it is not very good.

And so that |eaves us saying how do we
devise an agreenent that can obtain the nost
| i beralization possible fromall of these entities.
Maybe you all have thought about this. Maybe it is
possible to segregate and say three have to be given
special and differential treatnent.

That i s GATT-speak, and t he ot her two have
to be treated as nore mature econom es, and thus nore

dermands be nade of them | was recently at lunch with
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Renat o Ruggeri o.

He was here in Novenber. And you may
recall, MadamChair, this anecdote, and | said to him
| ook, | have got to go and testify in Mdirocco in a

hal f - hour, and what am | going to say.

You know, how can you be so -- how can a
devel oped country like the United States really be as
demandi ng on Morocco as we have been on Chile and
Si ngapore, and he said don't think about it.

He said go ahead. They have to -- you
have to nmke these demands, and you have to urge
i beralization, because at the end of the day it is
good for them It is in their best interests.

But it is possible to cushion the inpact
of a massive opening of the market in these speci al
cases with phased coonmitnents, and al so with capacity
bui l ding; targeted, commtted, prograns of trade
capacity buil ding which you make avail abl e, and whi ch
the United States conmits perhaps in a treaty form
and maybe that is going to far.

But commts as part of this agreenent to

maki ng avail able to these much poorer econom es, and
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we could go into that at greater length later. So we
urge that we enter into this agreenent, the SACU, the
SACU negotiations with high standards.

But with acknow edgi ng that in the case of
the poorest of those countries that we have to be
flexible and have to commt to substantial trade
capacity buil ding neasures.

Now what is it that we want? | am not
going to go through itemby itemas the Chair breaths
a sigh of relief, but I wll ask you to consider one
el enent that we find very inportant as a cross-cutting
nmeasure. Do | have tine to go on for another m nute?

And that is the i ssue of transparency. W
all as you all know very well, we operate under the
Adm ni strative Procedures Act of the '40s. This is
thoroughly ingrained in our regulatory culture.

It is essential to services, because
services, |ike financial services, tel ecomuni cations,
are so highly regul ated. This applies abroad as wel|.
Services are regul ated seriously abroad as wel | .

But very few other countries maintain our

|l evel of transparency and regulatory practice.
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Regul ations are published and there is no clear way
often to know what is on the books. They can change,
therefore, to favor, and they can be changed by
regulatory authorities to favor local rather than
foreign suppliers.

There are all kinds of problenms. Luckily
in Chile and i n Singapore, we denonstrated that these
transparency di sci plines which we int his country have
taken for granted, can be applied by other economn es,
and the Chileans and the Singaporeans we understand
the agreenents, have both nade very serious and
substantial conmitnents to regul atory transparency.

And t hese commi t ments can be made by even
the poorest <countries, particularly wth phased
commi tnents, because the earlier the better. The
earlier acountry commts to transparency di sciplines,
and to inplenenting those as a regular part of their
regul atory process early on, the better off they are
going to be later, and the better off we will be.

So that is one area in which | would Iike
to stress and call to your attention. And other than

that, | sense that ny tine is depleted, and we can
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answer questions.

And by the way, | would like to introduce
Linda Schm dt, who acconpanies ne. She is the vice
president of CSI and has helped ne prepare this
testi nony.

CHAI RPERSON SURO- BREDI E: Thank you very
much.

MR. VASTINE: Along wth Vladamr Col al a.

CHAI RPERSON SURO- BREDI E:  Coul d you, M.
Vastine, for the record give us the address of your
websi te? I know that several people would be
interested in accessing your docunent.

MR VASTI NE: Sur e. Vell, it is
WWW. UsScsi . org.

CHAlI RPERSON SURO- BREDI E:  Thank you. And
if you could provide us a hard copy for the record
t hat woul d be hel pful

MR. VASTINE: Absolutely. Yes, we have
dozens.

CHAI RPERSON SURO- BREDI E:  Thank you. Qur
first question --

MR. VASTI NE: Madam Chair, could |I ask a

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

40

guestion?

CHAlI RPERSON SURO- BREDI E: Pl ease.

MR. VASTINE: Are these testinonies, these
statenments, nade avail able on your website?

CHAI RPERSON SURO- BREDI E: Not yet.

MR. VASTINE: And could I ask why?

CHAI RPERSON  SURO- BREDI E: Because our

webmaster is redesigning our website, and we are

hoping that it will be finished soon, and we can do
this. It would be nuch easier.
MR, VASTINE: Yes. | won't tell you ny

anecdote, but | was preaching transparency to a bunch
of Chi nese students and Chi nese bureaucrats who cone
here on a m ssion, and they said, well, if you are so
transparent, then why can't we get copies of all the
statenents on China at the China accession hearings
that you had.

And | said | can't believe those aren't
avai l able. O course they have to be avail able, and
t hey have to be available. Oh, no, they're not. And
of course --

CHAI RPERSON  SURO- BREDI E: They are
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avai l abl e in the readi ng room

MR, VASTI NE: Vell, that is a little
different.

CHAI RPERSON SURO- BREDI E: | under st and

MR, VASTINE: Yes. So those guys proved
to beright, and | had to eat crow, but I amdelighted
to hear that those wll be changed.

CHAI RPERSON  SURO- BREDI E: The first
guestion wll be asked by the Departnent of State.

M5. HYLAND: Good norni ng.

MR. VASTINE: Good norni ng.

V5. HYLAND: In your witten testinony,
you nention tenporary entry, which I think is a very
i nteresting topic these days. But you gave it m ni mal
di scussion in the small section that you devoted to
it.

MR. VASTI NE: Yes.

M5. HYLAND: |Is there anything el se that
you would like to tell us about how you would |ike
this agreenent to address this issue?

MR VASTINE: Well, to be frank, we have

-- we were maybe a little less conplete here than in

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

42

t he handbook or the gui debook, and you will find a
conpl ete di scussion of our objectives there.

And indeed we have submtted a node
schedule, a tenplate, for use in the WO And the
bottomline is this. W need to be able to shift key
personnel around the world -- our nenbers conpani es do
-- very quickly.

We find that we | ose contracts if we have
towait for long periods of tinme to get visas to go to
a particular place, and deliver a particul ar service.
You may wel | ask why.

The reason is that big conmpanies |ike any
of the accounting conpani es, and any of the consulting
conpanies, and law firns, and others, need to be able
to send the supplies to IBMand EES, for exanple, as
well as to Accenture and as well as to others --
Pri ceWat er houseCoopers -- they need to be able to send
experts to service the needs of their clients.

So if Accenture has a contract with --
nane a conpany -- Ceneral Motors, to supply
i nformati on technol ogy services, and GMis having a

problemwith its facility in Sri Lanka, and needs hel p

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

43

i mredi ately, Accenture has to find a teamof people to
go there right away to do that, to service those
clients.

And so what we seek is a quick visa
process, and sone have called for a special visa
That may not be necessary. But for a nodality that
woul d permt these experts to get to Sri Lanka quickly
to do their work for a tenporary peri od.

Now, i n sonme cases, because these projects
are conplex, the expert will have to go back a couple
of times. So we also ask that they be reentry. Now,
obviously if we asked that in Sri Lanka, that we woul d
have to do it oursel ves.

And indeed we do. | nean, Accenture --
let's say that ny nephew works for Accenture, and so
| knowthis culture. He lives in Boston, and that is
on weekends, but he is assigned regularly to other
parts of the world, or to any part in the United
St at es.

And suddenly he will get a call, and he
says, you know -- they say report to work in Vupital

tonorrow, or the next day, or Sunday. You know, quite
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qui ckly get on the plane and go there, because they
conpose teans of experts in various subjects from
their personnel all around the world.

And they put them together and they send
themto service a client need, and that is just an
el ement of the gl obal econony and it is growing. And
it is also an area where the U S. is best. W are
very, very good at providing these sorts of services.

And i ndeed we have a good heal thy export
bal ance of trade record here. So that is the kind of
thing that we are seeking in general terns, and I
don't know whet her that hel ps you.

CHAI RPERSON  SURO- BREDI E: The next
guestion will be fromthe U S. Trade Representative.

M5. HAMLTON: If | could just follow up
on your response to that question. Personnel nobility
versus immgration, is that -- the answer that you
just gave, does that provide the distinction between
t he two?

MR VASTINE: Well, when we think about
people comng to the United States, we are not

thinking -- we are providing -- what we want to do is
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provide a neans for people to cone here for short
bursts, short termstays; a nonth, tw nonths, three
nont hs.

We are not tal king about each one being
the mninmnumterm which I think is 3 years, and then
it isrenewable. That is aninvitationit seens to ne
to two things.

First of all, to engage whoever that
person i s who has that visa to stay, because they |ike
livinginthe US., and little wonder. But, secondly,
provi di ng short termentry vehicles is nmuch better for
the countries that export tal ent who don't want to see
their tal ent becone citizens of the U S., and who want
to get the tal ent back.

And t hat woul d be apropos, for exanple, to
I ndi an software consultants. They are very good at
that, but they have a constant brain drain. Now,
i ndeed, that brain drain has been beneficial to the
United States.

There is sonme figure that 67 percent, or
a very large proportion of the prosperity of Silicon

Valley in California is supplied by Indian firns, or
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firms that are now run by Indian-Anericans. This is
good for Anerica, but it could be said to be bad for
I ndi a.

M5. HAM LTON: Actually, | do have anot her
guestion, and that has to do wth focus trade capacity
bui l di ng. You tal ked about the inportance of this in
servi ces, and that encourages cooperation between the
private and the public sectors in the SACU countri es.

Can you be nore specific about the kinds
of prograns that you envision?

MR. VASTINE: Absolutely.

M5. HAM LTON: And can you also tell us
sonet hi ng about what the industry can do, or what the
industry can offer in terns of trade capacity
bui | di ng?

MR. VASTINE: Well, we thought about this
a lot, and I am Chai rman of our | SAC on services and
so we thought about it in the I SAC as well. And CS
and t he | SAC have basically agreed that there ought to
be 3 or 4 elenments of USAID and the rest of the
government's capacity building efforts.

By the way, | wll point out that the
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Treasury, in the -- | don't know which part of the
Treasury you are from

M5. HAM LTON: International Trade O fice.

MR. VASTINE: Who is your DAS?

M5. HAM LTON:  John Ml er.

MR. VASTINE: Oh, good. Well, Jim Fall
mai ntai ns a very extensive programof Treasury effort
to capacity build in central banks, and foreign
mnistries, or I mean finance mnistries.

So | wanted to point out that USAID is
only one place that this effort comes from but our
goals are to provide -- we think that all these
efforts should be focused on four goals.

First, to achi eve transparency i n donestic
relation; to tell countries how to do that, and
i npl enent it. Secondly, to help them adopt best
practices in donmestic regulation.

That means to help thembuild regul atory
structures that are necessary to fairly and adequatel y
regul ate insurance sector securities markets, a
banki ng system that operates with due regard to the

needs of consuners, et cetera. That is just one area.
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Tel econmuni cations is another.

Thirdly, we think the agency should be
hel ping you expand the role of the private sector in
devel opnent; and fourthly, to help countries to build
capacity in their own trade negotiating capacity, and
to be able to identify what their expert goals are in
services and in other products.

And to be able to negotiate and to engage
in forums in Geneva and el sewhere to achi eve their own
legitimate objectives in trade negotiations. So that
is kind of a nouthful, but I would be glad to supply
you Wi th our paper on that.

It is just a two page paper that | think
relays it out, and | was pleased that the House
Appropriations Subcomrmittee on Foreign Operations
adopted those criteria in its instruction, in the
subcomm ttee's instruction to AID as to capacity
buil ding efforts.

So we are hoping that the Senate wil
agree with that and the bill is passed in January that
wi || enbrace those capacity buil ding objectives. But

there is no reason why we can't pinpoint for the
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countries that we are tal king about here, that we can
identify their discrete needs.

And | have no idea of the regulatory
sophi stication of Boswana, Swazil and, and Nam bia, no
idea at all. But an assessnent can be made of their
needs, and we can hel p sponsor them

As to the private sector, there are lots
of progranms going on in the private sector, and the
troubleis that it is very, very hard to catal og them
It is very hard to get your hands around that. It is
an enornous el ephant.

CHAlI RPERSON SURO- BREDI E: | think that
those are all of our questions. M. Vastine and Ms.
Schm dt, thank you very much. And if you could send
your two page paper to G oria Blue.

MR. VASTINE: | sure wll.

CHAlI RPERSON SURO- BREDI E: That woul d be
great.

MR VASTINE: It is on the website, too,
| hope.

CHAI RPERSON SURO- BREDI E: W have one

final question.
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MR. MOORE: | just wondered --

MR. VASTINE: \Which is your Departnent?

MR,  MOORE: DOTR. Just in terns of
capacity building, and sone of the efforts that the
private sector and your industry is doing, is there a
contact person with your agency, or sonebody that we
m ght work wi th, that has perhaps a broad know edge of
sonme of the things that are going on that is an area
that we mght follow up on?

MR. VASTINE: Sure.

M5. SCHM DT: The two page paper that we
have identifies the private sector prograns that are
going on in ternms of trade capacity building, and if
you would like to get together with sone of our
menbers who are active in this, we would be happy to
set that up.

MR.  VASTI NE: That is a very good idea
actually. W could be in a group in to see you.

MR MOORE: Yes, we would | ove to do that.

MR VASTINE: The insurance sector, for
exanpl e, has renmarkable outreach, and part of the

accession to China, or China's accession -- well, |
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shoul d say they are definitely part of the insurance
conpany's efforts to achieve licenses in China prior
to accession -- entail the establishnment of schools
and institutes to teach good high quality insurance
regul atory practice in China.

CHAI RPERSON SURO BREDI E:  Thank you very
much agai n. Qur next witness is Mke Evans, Vice
President of the U S -Southern Africa Business
Council, and Vice President of Maurice Pincoffs
Conpany. Wl cone.

MR. EVANS: Good norni ng, MadamChair, and
Panel Menbers, it was 72 degrees when | | eft Houston,
and it is like mnus 10 out there now. So it is quite
atrip for us.

You have got ne witten down here as Vice
President of the U S. -South Africa Business Council.
W are nmenbers of the council, and we have worked with
the council a lot.

| know that they are going to testify
| ater today, and this norning I amtestifying to you
on behal f of the Maurice Pincoffs Conpany, the South

African Pipe and Tube Association, and the South
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African Stainless Steel Association, specifically
representing those producers and other small and
medi um si zed private sector custoners in the United
St at es.

You have got ny witten testinony, and I
could read it. | think it is boring, and so what |
woul d rather do if it is okay with youis talk to you
alittle bit about things that are not necessarily in
the report that | think we can talk about, and then
ask questions if that is okay.

CHAlI RPERSON SURO-BREDI E:  That's fine.

MR. EVANS: Okay. M first question is
that I know that sonme of you have been, because | know
sonme of you, how many of you have been to Africa;
Sout hern Africa, SACU? Many tines, a few tinmes, one
time? Once. Good.

Personal ly, | have been going sine 1980.
W went through the dark days of Apartheid, and
t hrough the free el ections, and the rel ease of Nel son
Mandel a, the new South Africa.

| was on the Gore-Meki Binationa

Comm ssion and have seen a great deal of change in
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Sout hern Africa, and not only in South Africa, but in
Bot swana, Nam bia, the whole region, including
Mozanbi que.

Unfortunately, there are sone thi ngs goi ng
on in Zi nbabwe that are quite frightening, and if that
kind of situation noves South, we are in serious,
serious trouble at the horn of Africa.

That is why | think SACU is so, so
inmportant to deal with an FTA or sone kind of
extension of AGOA in Southern Africa. Qur testinony
basically concerns our custoners' concerns not only
just in Houston, but all across the m dwest and
sout hwest .

W have a nunber of small clients who
depend on our ability to inport specific stee
products -- pipe and tube, or stainless tube, or
stainless tube and stainless flat rolled, into the
United States as a supplenent to what they coul d buy
domestically or fromother inporters.

You will see in ny testinony that we sent
out a little light questionnaire to our customners

aski ng them what they thought about the 201, and what
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t hey t hought about trade i ssues, and what they t hought
about donestic availability, et cetera, et cetera.

Some of the responses were a little
surprising, and sone of themwe expected. The bottom
line is that every single U S. small custoner wants
the ability to have alternative sourcing.

VWhat we believe that the U S -SACU FTA
initiative can do is not only for the small Anerican
busi nessman, but the small South African busi nessman,
medi um si zed, and even sone of the |larger ones, can
certainly take advantage of having a steady market.

W do not propose changing any of the
anti-dunping or countervailing duty laws. W think
that those are set and shoul d not actually be nodified
or anended to fit SACU

However, there are a nunber of things that
I will -- and I will re-enphasize those towards the
end of this, that we would like to see included in
either the FTA or AGOA if there is going to be an
AGOA- 3.

One of the things that -- or not one of

the things, but there are a nunber of things that
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besides trade that we have to deal wth when we are
buying product in South Africa, and nunber one of
which is H V.

One of our biggest suppliers, Colunbus
Stainless, is located in Mddl eburg, which is about
two hours outside of Pretoria. The township near
M ddl eburg i s Conpul nba (phonetic).

We figure that in that township, between
the ages of 15 and 50 years old, there is about a 40
percent infection rate. Colunbus gets all of their
| abor force fromthat township.

They have an AIDS policy, a witten AIDS
policy, that | have submtted to the USTR, and anybody
who wants a copy of the AIDS policies from our
suppliers are wel conme, and just let me knowand | will
get themto you

And t hey are quite extensive. The problem
is that when we started the Gore-Meki Binationa
Commi ssi on, t he phar maseuti cal s conpani es were wanti ng
to charge X-nunber of dollars for nedication.

Today that is free, and they give that

stuff away free. The problem is distribution,
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education, and letting the private sector -- having it
nore public-private sector.

We went through this over and over again
with the council, and several of the nenbers of the
busi ness council| stepped up and changed their policy
to reduce the cost of the drugs to zero.

It is interesting to note that in the
United States, just to give you a feel fromthe United
States to the SACU region. But what would you guess
would be in the United States the nunber one selling
i nsurance policy; life insurance, car insurance,
sonmething |li ke that, autonobile.

But the nunber one selling policy in
Southern Africa is burial insurance. Now that is
sonet hi ng t hat we can change eventual |y, and can help
t o change by opening up trade, and by gi vi ng access to
the medi um and-smal | sized producers in South Africa
to the U S. market.

The killer for them of course is anti-
dunmpi ng countervailing duty suits, where they are
accunul ated with other countries. Most of the trade

cases agai nst Southern Africa have been on
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accumnul ati on basis.

Yes, they have been |less than the
dom ni ous 3 percent. and they normal |y get accunul at ed
wth other countries that their total is over 7
percent. And, | nmean, the lawis the law. They go to
th ITC, and the | TC says, well, unfortunately, you get
accunul at ed.

They get a 5 percent duty added on to
their product, nust |ess a hundred percent, and they
are out of the market. And when they get out of the
U S. market, they lose U S. hard currency, and if they
| ose hard currency, they |ose jobs.

And if they | ose jobs, it affects not just
the job worker. | have a friend of mne in Mddl eburg
whose nane is Leonard. And | have known Leonard for
15 years. Leonard's brother just died, and suspected
of H'V, and suspected Al DS.

And when | say suspected, because in
Sout hern Africa, you cannot put AIDS on the death
certificate. You could put that he died of cancer or
t ubercul osis, or whatever.

And Leonard's jobs literally depends on
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whet her we have access to the United States. So it is
hard to explain to him when | go over there, and |
say, gees, we really want to do nore with you, but we
are kind of limted on what we can do because of the
downside risk on this.

Well, what we hope is that what you can
put together is sone -- an agreenent, either FTA or
AGOA-3, or whatever, that will protect the jobs in
South Africa, and that will protect the availability
of steel to our custoners.

| think that is really it. | want to go
over with you the three or four things that we would
| i ke to see further discussed inthis. Nunmber 1is as
| have nmentioned the accunul ation.

Accunul ation with SACU producers, wth
other countries, is absolutely disastrous. A 3
percent domnus as | understand it, and sonebody is
going to have totell me this for sure, but | think in
AGOA are there not quotas on certain specific
product s? Let's say textiles at 3 percent or
what ever ? Can anyone, the staff, confirm or not

confirmthat in AGDA?
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CHAI RPERSON SURO- BREDIE:  |I'm sorry, but
| m ssed your question.

MR.  EVANS: | believe that there are
specific quotas spelled out in the AGOA treaty on
certain products. Is that correct? | think it is
textiles that is 3 percent of |ike inports.

MR.  MOORE: If you are talking about
textiles and sone of the agricultural products, |
t hi nk what we have done there is basically under AGOA
that the existing quotas on sonme of those products
wer e unchanged by AGOA.

So AGOA did not inpose any new tariffs.
It just is that sone of the old tariffs or some of the
old quotas are still there.

MR. EVANS: Gkay. So, anyway, what we are
asking for is to at |east open a dialogue, open a
di scussion, to try to elimnate accunul ation. e
would also like to try to get for small and nedi um
si zed conpani es pre-consultation prior to any AD- CVDs,
or 201s.

W would like to try to get accel erated

adm nistrativereviews simlar towhat is available in
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NAFTA, and of course eventually under an FTA elim nate
all duties on each side of the water on all products.

In my testinony that | have given you,
gave you sone responses on the survey that we sent out
to our custoners. | don't think there is anything
magi c in that. There is no surprises, and | think you
can tell pretty much that | amout of tine.

Anyway, there is charts on the back, and
so now | think if you have questions.

CHAI RPERSON SURO- BREDI E:  Thank you, M.
Evans. The first question will be asked by the
I nternational Trade Conmm ssion

M5. BONARRI VA: Thank vyou for your
testinmony. In your remarks, you have singled out two
specific steel products, welded pipe and stainless
steel flat rolled products for this special treatnent.

Are there any other steel products that
you feel would or could benefit fromthis treatnent
and suffer fromthe sanme types of problens that those
products face?

MR EVANS: Onh, | think -- | ambasically

a free trader, and | would prefer not to have
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anything. | would prefer not to have any quotas, and
not to have anything other than just totally open
mar ket s.

e specifically repr esent t hose
i ndustries, and those industries, if you |ook at the
charts that | submtted, there has not been any
surges, and there hasn't been any ups or downs, or
anyt hi ng el se.

The previous pipe case, | think, was in
1995, and South Africa was added with Rumania. That
case was -- the ITC voted in favor of the South
Africans, and that was thrown out.

Since then though the pipe and tubing
i ndustry has had consistently tried to have to defend
itself from additional cases that get filed. Qur
nmessage to them is maintain your exports, and be
consi stent, and don't surge up or down. And to try to
mai ntai n that specific market.

No, ot her steel products would be
represented by other people, and we represent only
those specific suppliers.

M5. BONARRIVA: Can | get you to specify
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whi ch specific types of pipe and tube they --

MR EVANS: It is all welded. It is not
seanl ess. Seam ess is under order today, and we
cannot bring that in, and we don't represent that
particul ar conpany.

All we represent is the South African
Association -- well, | call it the ASPTM the
Associ ation of Pipe Tube Mnufacturers, which is
basically wel ded pipe, a half-inch through -- oh, it
goes all the way up to 50 or 60 inches, line pipe,
standard pipes, square and rectangular tubing
stainl ess pipe, et cetera, et cetera.

And | have given you what all the inport
statistics are on that. But what happens with the
pi pe tube conmittee i s that they don't have any noney.
They have no Washi ngton | obby.

What they depend on is sonebody from
Houst on, Texas, and that would scare nme in the first
pl ace anyway. But they can't afford to protect
t hensel ves. They can't afford to defend thensel ves.

There are ot her conpani es over there that

are much, much larger that can hire a full | egal team
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but mainly the people that we are talking about

--and it isin n witten statenent.

| have given you the full background and
the full outline of what particul ar pi pe products they
are. But those are the two products that we would
like to see sonet hing on.

CHAI RPERSON SURO- BREDI E:  USTR.

M5. HAM LTON: Can you tell us what U S
I ndustries are using South African steel?

MR. EVANS: \Which what?

M5. HAM LTON: Wich U S. industries are
using the steel products that you are tal king bout.

MR EVANS: That we sell?

M5. HAM LTON:  Yes.

MR EVANS: Ch, we sell |ike our stainless

flat roll goes

- we sell it all the way from Los
Angel es, up through Kansas City, through Atlanta.
Most of what we sell goes to processors, who process
it for end-users.

W have had big contracts through
processors with General Electric, and we sell it to --

and this is on the stainless, but we sell it to the
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food industry, and to the dairy industry.

Some of it goes into autonotive. Mst of
it is very, very specific. W don't see too many
comodity grades. W w il sell specialized polished
stainless that goes to certain specific industries.

On the pi pe side, we sell to distributors,
who sell to the plunmbing industry, to the housing
I ndustry, to any kind of conduit water pipe. W do
not sell any OCTG W do not sell to the oil and gas
I ndustry.

W really don't sell -- it is mainly to
much, much small er construction conpani es.

M5. HAM LTON: Thank you.

CHAI RPERSON SURO- BREDI E:  Thank you, M.
Evans. Thanks for traveling so far to talk to us.

MR. EVANS: Next tinme could you have it in

June?

CHAlI RPERSON SURO-BREDIE: Thisis mld for
Washi ngt on. W could have treated you to an ice
storm Qur next witness is -- oh, dear, | hope that

| pronounce this correctly, Geir Kvernno, Director of

Mar keti ng and Sal es of El kemMetals Conpany. You will
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have to correct it for the record, |'m afraid.
Vel cone.

MR. KVERNMO. Good norning. M nane is
Geir Kvernno. I am the Director of Marketing and
Sales for Elkem Metals Conpany, and we are a U S
silicon netal producer. And | wll spend about five
m nut es here reading ny testinony and that at | east we
as silicon netal producers don't find to be boring.

And | am here to explain why the duty on
silicon netal fromSouth Africa cl assifiable under HTS
subheadi ng 2804.69.50 should not be reduced or
elimnated under a free trade agreenent with the
countries conprising the Southern African Custons
Uni on.

| recently appeared before the GSP
Subconmittee to testify agai nst granting GSP duty-free
treatnent to the same products under the African
G owth and Qpportunity Act.

And consequently the Trade Policy Staff
Committee already knows quite a bit about this
product, and the severely depressed state of the U S.

i ndustry, a nd the causes of that depressed condition.
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Based on these facts, duty-free status was
not granted to this product under the AGOA. And as |
expl ained then, silicon netal is a product conposed
al nost entirely of elenental silicon.

It is manufactured in avariety of grades,
based on the silicon content and the content of other
el enent s. Normally there are only very snal
di fferences between grades.

Inthe alum numindustry, silicon netal is
used as an al |l oyi ng agent in the production of primary
and secondary aluminum Int he chem cal industry, it
is used as the basis for the production of silanes,
fluids from which nore than 1,000 silicone resins,
| ubricants, plastoners, antifoam ng agents, and ot her
products are fornul at ed.

Silicon netal is classifiable under two
HTS subheadi ngs, 2804.69.10, and 2804.69. 50. And
because these tariff classifications are based solely
on silicon content, they do not reflect how product
grades are defined in the market place.

The maj or consuners of silicon nmetal use

silicon netal falling within both HTS categories. In
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addi tion, higher grade silicon netal can be and often
is substituted for |lower grade silicon netal

Because  of this interchangeability,
silicon netal classified under HIS subheading
2804.69.50 directly conpetes with all silicon netal
ot her than sem conduct or grade.

The U S. silicon netal market is highly
conpetitive. Al of the significant suppliers can and
do product silicon netal of all grades and all
acceptabl e qualities.

In this conpetitive environment, priceis
general |y the deci sive factor in purchasi ng deci si ons,
and price differentials of a fraction of a cent can
det erm ne who makes a sal e.

In these circunstances, a 5.5 tariff --
the duty rate now in place -- is very significant.
And the U S. silicon netal market is currently
experiencing the worst downturn period since the
begi nni ng of the 1990s.

Two of the five donestic producers have
shut down their production operations, and one is

bei ng |i qui dat ed under the bankruptcy | aw. The mar ket
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has declined further since | testified |ast.

And today the continued viability of the
three remaining donmestic producers seriously are
t hreat ened, even though these conpani es are efficient
and can supply these inportant consum ng industries.

And why is the market so depressed? The
short answer to that is that there has been an
aval anche of |low priced inports fromRussia and Sout h
Africa. In March of this year, the U S. producers and
| abor unions filed an antidunpi ng action agai nst the
Russi an i nports.

This action has resulted inthe inposition
of prelimnary relief that has produced sone
i nprovenent in the U'S. narket prices. However,
prices remain depressed and the condition of the
donestic industry is very fragile.

Until now, nobst U S. inports of South
African silicon netal have been in the HTS category
al ready are af forded duty-free treatment under t he GSP
program
However, the vol une of South African i nports under HTS

2804. 69.50 has started to increase significantly.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

69

| f the duty oninportsinthis category is
reduced or elimnated under a free trade agreenent, we
expect the flow of these inports to continue to
accelerate and to exacerbate the very serious
difficulties already confronting the U S. industry.

Until recently, Samancor, one of the
worl d's largest ferroalloy producers, was the South
African producer of silicon netal. |In 1999, Sanmancor
and Pechiney, a large French ferroalloy producer,
conbi ned their silicon netal assets by form ng a joi nt
venture, |nvensil.

In 2000, Pechiney acquired Samancor's
mnority interest and becanme the sole owner of
| nvensi | . Invensil is one of the world s |argest
silicon netal producers. Its South African operations
al one have 40,000 netric tons of capacity.

These operations are alnost entirely
export-oriented, wwth the U S. market the predom nant
target for these exports. The prices of South African
silicon metal inports wunder HIS 2804.69.50 are
extrenely | ow.

In a nmarket in which a fracti on of a cent
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can determ ne whi ch supplier makes a sale, elimnating
the tariff on these inports would allow the South
African inports to displace even nore donmestic product
and depress U S. market prices further.

And the current low prices and the
saturation of the U S. markets wth inported silicon
metal, and the deterioration of the financial
condition of the U . S. industry makes the U.S. industry
highly sensitive to | ow price South African inports.

Further increaseintheinport vol unes and
declines in their prices will have a rapid and direct
i mpact on t he donestic producers' operations. For all
of these reasons, we appeal to the Trade Policy Staff
Committee to advise the treaty negotiators that the
domestic silicon netal industry is highly sensitiveto
inmports of silicon netal from South Africa, and to
recomrend agai nst reducing or elimnating the tariff
on inports under HTS 2804.69.50. Thank you.

CHAI RPERSON SURO BREDI E:  Thank you very
nmuch. Qur first question will be asked by the
Departnent of Treasury.

M5. SAN M GUEL: Good norning. Actually,
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| have a two-part question. You attribute a |ot of
the problens to the industry to inports from both
Russia and South Africa, and | am wondering if you
could provide sonme information quantifying that, in
ternms of volune and price between those two countri es.

MR. KVERNMO. Russi a and Sout h Africa over
the |l ast coupl e of years have roughly the sane anbunt
of inmports into the U S., and the inports from both
countries are between -- it has been fluctuating
bet ween probably 10 and 15 percent of the U S. narket
each.

So the two of them conbined is somewhere
bet ween 20 and 30 percent of the U S. nmarket.

M5. SAN M GUEL: And ny second questionis
to what extent do other factors -- maybe the inports
fromother countries, or donmestic, or the conditions
of the donestic market contribute to the probl ens t hat
the industry is facing?

MR,  KVERNMO | think clearly when you
| ook at what has happened to the silicon netal
i ndustry over the | ast several years, a lot of the --

or sonme of the U S. donestic industry has been forced
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out of Dbusiness because of these inports from
primarily Russia and South Africa.

And these inports have really driven
prices down to a level where this is happening. You
know, sonme of the U S. donestic industry is no | onger
I n business, and we have seen that from shutdown of
furnaces, to bankruptcies.

M5. SAN M GUEL: Thank you.

CHAI RPERSON  SURO- BREDI E: Qur next
guestion is fromthe Departnent of Commerce.

M5. ROBI NSON- MORGAN: Good afternoon.
Besi des Russia and South Africa, are there any other
maj or producers of silicon netals that are affecting
U.S. production; and if so, can you quantify | guess
the share of inports that would be comng into the
United States?

MR, KVERNMO | woul d say that the i nports
into the United States are -- well, there are several
ot her producers globally of silicon netal. The two
| argest inporters into the United States have been
Russia and South Africa, and after them we would

probably say it is the Brazilian producers.
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There have al so been sone Chi nese com ng
into the U S.

M5. BURNS: | am Jessie Burns from El kem
Metal s, and we woul d be glad to put these comments in
our comments that are due on the 20th as well. Geir
Is right that 25 percent basically of the inports or
of all inports have been from South Africa over the
| ast few years. And with Russia contributing
significantly as well.

MS. ROBI NSON- MORGAN:  Thank you.

CHAI RPERSON SURO BREDI E:  Thank you very
much for your testinony and for your answers to our
questions. Qur next witness is M. Steve Houser and
Dan Rosendal e of Eramet Marietta.

MR STEVENS: Cood afternoon. | amdiff
Stevens, counsel for Eranet Marietta, Inc., and with
me i s Dan, and al so Dan Marshal, and Dan wi |l provide
Eranets testinony this afternoon.

MR. ROSENDALE: Good afternoon. As Ciff
said, | am Dan Rosendale, and | amthe plant nanager
at Eramet Marietta, Incorporated. FEranmet is a U S.

producer of manganese-al um num bri quettes, manganese
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powder, and ot her products | ocated in Marietta, Chio.

| am appearing before you today because
our nmanganese briquette and powler operations are
being severely hurt by inports and that are highly
vul nerable to further injury if the duty on South
African inports is elimnated.

Manganese al um num briquettes and
manganese powder are produced from nmanganese netal
fl ake. Manganese netal powder is produced by grindi ng
manganese netal flakes into powder. Manganese-
al umi num briquettes are produced by conpacting
manganese netal powder and al um num powder.

These briquettes, which typically contain
between 75 to 85 percent nanganese, are consunmed by
the alum numindustry. Manganese increases strength
and hardness of certain alumnum alloys, including
those used in the production of alum num beverage
cans.

Currently, flake, powder, and bri quettes,
are classified under the sanme tariff subheadi ng, HTS
8111. 00.45. As you know, Eramet has petitioned for

duty=free status for nanganese netal flake from South
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Africa under GSP. Manganese Metal Conpany, M, a
South African producer, also requested GSP treatnent
for powder and briquettes.

For reasons that | wll explain, Eranet
strongly opposes granting GSP to these products, and
a GSP review was initiated only wth respect to
manganese netal flake from South Africa.

The decision in the GSP review has not
been i ssued. Eranet fornerly produced manganese net al
flake in addition to powder and briquettes. I n
Cct ober of 2000, we were forced to stop producing
fl ake due to depressed market conditions for the fl ake
and briquettes caused by dunped, |ow priced, inports
of Chi nese manganese netal, and inports of nmanganese
al umi numbri quett es made fromChi nese nanganese net al .

The only other U.S. producer, Kerr-MGee
Chem cal Corporation, later shut down its flake,
powder, and briquette operations. For about five
years now, briquettes made using the extrenely |ow
pri ced dunped manganese netal from China have been
entering the U S. nmarket in |large vol unes.

Eramet has been forced to neet the | ow
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prices of these briquettes, and has l|lost sales to
t hem The result has been severe injury to our
manganese grindi ng and briquetting operations.

Eranet has worked hard to remain in the
busi ness of produci ng nmanganese al um num bri quettes
and manganese powder. Eranet has nodern and effici ent
manganese gri ndi ng and bri quetting equi pnent, and has
made significant investnents in this equi pnent.

However, market conditions for manganese
al um numbri quettes continue to be extrenmely difficult
due to the low and declining prices of inported
briquettes, and nore recently poor conditions in the
U.S. alum numindustry.

We purchased South African flake for use
i n produci ng nmanganese powder and manganese-al um num
briquettes. Thus, elimnating the current 14 percent
duty on flake from South Africa would all ow Eranet to
achieve nmgjor cost savings, and help it be nore
conpetitive against inported briquettes.

However, elimnating the 14 percent duty
on manganese briquettes and powder from South Africa

woul d have mmjor negative effects on our nanganese
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grindi ng and briquetting operations, which are al ready
being severely hurt by inports and are highly
vul nerable for further injury.

MCM a South African producer, already is
hi ghly conpetitive in the U S. market across the full
spectrum of these products; flake, powler, and
briquettes with the current 14 percent duty.

Elimnating the duty on briquettes and
powder would result in a major increase in the vol unme
of inports from South Africa into the U S market
al ready saturated with | ow priced inports.

I f briquette prices would decline, Eranet
woul d | ose sales volunes and we would be forced to
permanently shut down, or we could be forced to
permanently shut down our briquette and powder
oper ati ons.

For these reasons, Eranet strongly urges
USTR to take the position in its proposed South
African FTA negotiations that the current 14 percent
duty on nanganese al um num briquettes and nmanganese
powder from South Africa should be naintained. This

concl udes ny testinony.
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CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Rosendale. The first question will be by
t he Departnent of Commerce.

V5. ROBI NSON- MORGAN:  Good af t ernoon. How
many ot her producers of nmanganese exists in the United
St ates today?

ROSENDALE: O nmanganese? M one.
RCOBI NSON- MORGAN:  No one?

ROSENDALE: O manganese-netal fl ake.
RCOBI NSON- MORGAN:  No one?

ROSENDALE: No one.

> 3 5 » » D

ROBI NSON- MORGAN:  Ckay.

MR. ROSENDALE: And if your question was
flake only, there is no other ones. But in terns of
briquettes, there is one other producer in the New
Jer sey. So in those lines of products, the flake
there is nobody; and in briquettes, we have one ot her
conpetitor in the U S

MR. STEVENS: And just to clarify, Danis
saying that there is no flake production at all in the
United States since Eramet closed its operations and

Kerr-MGee closed its flake operations.
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MS. ROBI NSON- MORGAN:  Ri ght. Gkay. Thank
you.

CHAI RPERSON  SURO- BREDI E: The next
question wll be by the Departnent of Treasury.

M5. SAN M GUEL: In your testinony, you
state that major injury to the industry are the
Chi nese inports and seemto be the major contributor
to falling prices.

MR. ROSENDALE:  Yes.

M5. SAN MGUEL: | am wondering if you
coul d el aborate nore t hough on specifically how South
African inports mght create nore injury.

MR. ROSENDALE: Well, the price of
manganese flake from China has really driven the
al umi numbri quetting, the briquette manganese-al um num
briquette prices down about 40 percent in the last 4
to 5 year period.

And we believe that sanme -- that that
percent age decrease related to the duty could affect
the sane thing on the manganese-al um num busi ness if
that duty was renoved, and that's why we oppose it on

powder and manganese alum num if that answers your
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guesti on.

M5. SAN M GUEL: | am just |ooking for
nore specifics | guess on the South African market,
and how South African producers would --

MR. ROSENDALE: Well, MMC, in addition to
maki ng fl ake and powder, they also nmake nanganese-
al um num briquettes also |like we do. And we used to
be equal in terns of full range of products, but we no
| onger make the plate itself, okay?

But they nmake the pl ate, and they nake the
powder , and they nmke the nanganese-al un num
bri quettes. So it would be ny belief that if this
duty were to be renoved that they would be able to
cone into the nmarket with a cheaper priced product
produced in South Africa.

M5. SAN M GUEL: kay. Thank you.

CHAlI RPERSON SURO- BREDI E: And the | ast
guestion by the ITC

M5. BONARRI VA: | just wanted to ask does
South Africa produce their briquettes fromthe fl ake
that they thensel ves produce, or do they inport from

China as wel | ?
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MR. ROSENDALE: They produce from their
own fl ake.

M5. BONARRI VA: Ckay. And so currently in
the U S. market there are inports of the three types
of products from both of these countries?

MR. ROSENDALE: | want to make sure |
under st and your question.

M5. BONARRI VA:  What inported products is
currently in the U S. narket?

MR. ROSENDALE: Ckay. As far as | know,
t he Chinese will produce powder and fl ake, and market
it, and they will also do nmanganese alum num to a
| esser extent.

And South Africa -- there are really only
two places that manganese netal is produced in the
wor | d today, and that is South Africa and Chi na, okay?
The South Africans have the full range really.

They do the fl ake, and they do t he powder,
and they do the briquettes. W have not seen nmuch in
ternms of Chinese briquettes yet, but | think it would
be ny estimation that that is probably going to

happen, okay, over the near term
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So really there is al so sone players that
use Chinese, and European producers that also do
briquettes in the U S., and there are 2 or 3 that we
know about. So, if that answers your question.

M5. BONARRI VA:  Coul d you gi ve a coupl e of
nore specific -- nore specific information about the
pricing in the U S. market of the briquettes? If the
14 percent duty were renoved from the South African
briquettes, howwoul d the cost conpetitiveness relate
to inported products?

MR. ROSENDALE: Well, you would assune
that they would have a 14 percent possibility to
reduce their price, and that is what | woul d concl ude.
If they bring it in today and they pay a 14 percent
duty, they would have the ability to not pay that and
reduce the price up to 14 percent.

And what they woul d choose to do woul d be
i npossible | think for ne to specul ate about it if |
am answering your question.

M5. SAN M GUEL: Do you know if they are
exporting to other markets?

MR. ROSENDALE: Yes. South Africans are
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in the US market, and they are in the Canadi an
mar ket that | personally know about, and in the
Japanese market as far as | know.

| am not aware about -- | am not that
famliar with the European market, but we could get
you that information if you need it.

MR. STEVENS: One thing that is in Dan's
witten testinony and it wasn't laid out as broadly
t oday because of time constraints is that the Chinese
manganese nmetal has cone into the U S. market really
intwo formns.

There is a series as Dan said of European
briquette producers that are buying the Chinese
manganese netal, and then that is flowng into the
United States at a very | ow and declining price.

And that is alarge portion of the market,
and then to a lesser degree the only other U S
briquette producer, Shieldalloy, is inporting powder
manganese powder from China, and then naking
bri quettes here and selling those.

So that is howthe price has been in those

two vehicles really, and it has been driven down. And
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| think the concernis that with market prices al ready
depressed that the U S industry, already having
suffered a ot of injury, and adding an additiona
volunme from South Africa of briquettes and powder
woul d be very injurious.

MR. ROSENDALE: We are basically selling
that nmuch over our variable costs really in terns of
manganese al um num briquettes today in the al um num
I ndustry to stay conpetitive. And it is partly to
keep the U . S. alum numindustry conpetitive as well.

CHAI RPERSON SURO- BREDI E:  Thank you very
much, M. Rosendal e and M. Stevens.

MR. STEVENS: Thank you.

MR. ROSENDALE: Thank you for your tine.

CHAI RPERSON SURO- BREDI E:  Qur next w t ness
is Carolyn d eason on behalf of the California Cing
Peach Associ ation. Wl cone.

MS. GLEASON:. Good afternoon, Madam Chair
and Menbers of the Conmmttee, ny nane is Carolyn
d eason, and | am trade counsel for the California
Canned Fruit Industry, which would have been here in

person, as they al nost always are, but for a hearing
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in California.

The products of principal concern to the
U S industry are canned peaches, canned fruit
m xtures, and frozen peaches. The producing country
of principal concern within the Southern African
Custons Union is South Africa.

South Africa has an extraordinarily
conpetitive cling peach industry, and duty-free
treatnent on cling peach products from that country
woul d pl ace unreasonable strains on the 750 growers
and 4 processors who conprise the U S. industry and
are working hard to prevent its deni se.

The California industry is asking inthis
trade initiative, as in all others that are now
pending, that its nost inport sensitive tariffs be
exenpted fromtariff reductions.

I f exenptions prove inpossible, then the
maxi mum phase out peri ods and rel at ed protecti ons need
to be accorded. Every one of those cling peach
products has been identified as inport sensitive in
the TPA legislation and in the previous AGOA review,

and in all other relevant U S. inport reviews.
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Many of you have heard the canned peach
story before, but for those of you on the committee
who have not, let ne give you just a little bit of
cont ext . EU canned fruit subsidies have been a 22
year scourge on the California industry.

Essentially, no U S. governnent strategy
-- and many, nmany have been tried -- has worked to
restrain the extravagant, highly trade distorting, EU
annual paynents.

The California industry has al nost
entirely lost its once robust export market to
subsi di zed G eek sales. Al'l other major gl obal
producers of canned fruit are suffering simlar trade
di stortions.

The U S. industry's fight today is
principally about maintaining its U 'S. sales. The
consequences to California of unrestrained EU
subsi di es have been especially harsh. A |large-scale
bankruptcy, plant closing and associ ated job | osses,
tree poles, and unprofitable grower returns.

There have been sone U S. and industry

resources that have hel ped; Congressional energency
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paynents, record school |unch buys, and sone export
pronoti on noni es, and maybe nost significant doubl e-
digit US tariffs.

Those U.S. tariffs are now at risk,
however. To the industry's dismay, literally every
maj or non-EU canned fruit producing country in the
worldis inline to get, or has just received, a free
trade area with the United States.

After the EU, the largest global canned
fruit producers are South Africa, Australia, Chile,
and Argentina. They are all conpetitive wth
California, and are all clanmoring for pronpt FTA
access to the U. S. canned fruit market.

None of them is a plausible nmarket for
California canned fruit. The California industry has
just finished fighting for protections under the
Chi |l ean FTA under which it received maxi num i nport-
sensitive treatnent.

Now t hr ee busi ness days later, we are on
to the Southern African Custons Union. A few weeks
| ater, we will be here again testifying on Australi a,

and shortly thereafter, we will be asked to reviewthe

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

88

FTAA offers.

The picture this FTA cunul ative picture
for this industry frankly is overwhelmng, and it
| ooks like a horizon of a sort of increased inport
pressures and nothing el se for an already fragile U S.
I ndustry.

The subj ect of this hearing, South Afri ca,
isaclear threat tothe California industry with duty
free access, and was previously recogni zed as by the
U S. Governnent.

In the | GOA revi ew canned peaches, canned
fruit mxtures, and frozen peaches, were 3 of only 6
agricul tural products exenpted from duty-free
treat nent.

Since that review 2 years ago, the
circunstances in the California industry have only
gotten worse. Moreover, U S. inports of these
products from South Africa have increased.

Exenptions were accorded under AGOA in
| arge part because South Africa is a world class
producer and exporter of cling peach products. I t

exports about 90 percent of hits canned fruit

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

89

producti on.

It is the fourth largest producer of
canned peaches, and the second | argest exporter. Only
Greeceis larger. Inthe fruit mxture market, it is
the second | argest producer and | eadi ng exporter.

Sout h Africa produces quality canned fruit
product, and does so at a lower <cost than in
California because of its | ower cost for production.
Al nost 75 percent of the canned peaches that South
Africa exports tothe U S. market are sold to the U S
institutional sector.

Hal f of California canned peaches are sold
to that sanme sector. U S. institutional buyers are
driven solely by price, and not brand loyalty. At
present even with US. tariffs, South Africa is
selling to those U S. buyers at prices |ower than
those that California could ever hope to offer.

Their current sales price is $11 a case,
which is even lower than the Geek price, and
substantially |ower than the California price of $18
a case. Any reduction in U S. canned peach tariffs

will sinply make South Africa that nuch nore of a
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preferred purchase origin, further eroding pressure
U S. sales.

The related and perhaps nore concerning
commer ci al consequence is that the overall U S. narket
price will suffer a decline, and because there are
only a few institutional buyers, and sales are often
made i | arge volunes, a |l ower end price | owers the bar
agai nst which the California product nust conpete.

In terms of U S. nmarketing intentions,
South Africa has been unabashed about wanting to
expand its canned fruit sales. As | nentioned, just
in the last year, it has substantially increased its
exports of canned peaches and fruit mxtures to the
U S. market, even at current U. S. MN rates.

On frozen peaches, South Africa's
penetrationis nore limted, but here, too, it has the
wherewithal to becone a mmjor presence in the US
mar ket if encouraged to do so by duty-free access.

Both the industry and the U S. Gover nnent
are working hard to return U. S. growers and processors
toprofitability. Qur collective efforts cannot work,

however, if South Africa and all other global canned
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fruit producers are warmly invited into the U S
mar ket free of duty.

The California industry therefore asks
each of your agencies for continuing special
consi deration as the SACU negoti ati ons get under way.
Consi stent with AGOAtreat nent, canned peaches, canned
fruit mxtures, and frozen peaches shoul d be exenpt ed
fromtariff reductions.

For the other cling products |listed in our
subm ssion that are not exenpted under AGOA, the
i ndustry asks for extended tariff phase out periods.
W ask for this treatnment knowing with certainty that
without it the California industry wll be put at
serious risk.

Thank you, Madam Chair, and | wll be
happy to take questi ons.

CHAI RPERSON SURO BREDI E:  Thank you very
much. The first question will be by USDA

MR.  HANSEN: | actually have three
gquestions for you. The first one is do you believe
that increased inports fromSouth Africa will be nore

likely to take away market share from the U S.
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producers, or wll it take market share away from
ot her inported preserved or pared peaches?

V. GLEASON: It wi | | have two
consequences. One is that it wll take sales away
from U S. producers for the sinple reason that the
Greek and South African price are roughly conparabl e.
At present, South Africa's price is a little |ower.
It is the U S. price that is substantially higher.

So you are assured displacenent of the
U S. sale, and secondly as | nentioned, it has a price
to pricing effect, because you have such consi derabl e
consolidation in institutional sales that once you
take that price down, prices now at $11 a case, you
take the duty off, and it drops further.

it becones the basis against which al
California bids have to be nade. Prices are already
bel ow cost of production.

MR,  HANSEN: Il would like to ask you a
guestion about producti on, U. S production
specifically. Howare the trends | ooking in this year
and the years to cone in terns of production of

varyi ng acreage?
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M5. GLEASON: Production is up just a
l[ittle bit because of an anomaly. Fruits, and cling
peaches in particular, take a little tine to cone to
fruition, to nature, and at present we have 377,000
metric tons of production.

It is nodestly up from 2000, which is
351,000 netric tons. The reason it is up relates to
pl anting needs associated wwth a certain plant. They
wanted production in the general vicinity of that
plant, and so plantings were made, and for other
reasons.

And havi ng sai d that, there have been tree
pole prograns in recent years, and nore are

contenpl at ed, because prices are unsustainable.

MR. HANSEN: And ny final question | think
you m ght have answered a little bit in the previous
response. We understand that the cling peach industry
is pretty dependent on the U S. market, and we are
wondering if you could discuss sone specific factors
besides price contributing to the industry's

conpetitive position in the U S. market.
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MS. GLEASON: The reason that the U S. is
now dependent on the donmestic market is because of
G eek subsi di es, because of the use of these. [If you
| ook at the trend |lines over the | ast two decades, the
mar kets that we once had, including in Europe, in
Japan, in Canada, in Mexico, and in an array of other
countries around the world, have progressively
declined to virtually nothing.

And the | argest presence today in those
markets is Geece. Even South Africa struggles with
mar ket penetration in markets other than in the EU,
where it has a snmall TRQ It is difficult for themto
conpete with Greek prices.

CHAlI RPERSON SURO- BREDI E: Depart ment of
Commer ce.

M5.  ROBI NSON- MORGAN: | have a really
gui ck question. | amjust wondering because price is
such a factor in ternms of consunption, has there been
any approach by the growers or the producers to |
guess create some kind of brand loyalty, and to | ook
at it in terns of a marketing perspective?

MS. GLEASON: At the retail -- in the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

95

retail outlets, brand | oyalty nmakes a di fference, and
there are sone significant brands, including Del nonte,
that have an advantage by reason of that brand
| oyal ty.

In institutional outlets, brands are
irrelevant. It is all about price, and 50 percent of
the sales made by the donestic industry go to
institutional outlets.

CHAI RPERSON SURO- BREDI E: Is there an
addi tional question fromthe USTR?

M5. HAMLTON. You said the industry is
wor king with governnent to help return the sector to
profitability. Can you tell us a little bit about
what you are doi ng?

M5. GLEASON:. The exanpl es that | gave you
are | think pretty nmuch the universe of efforts
underway. Record school |unch buys nmay have gone up
substantially 724,000 cases in '99 and 2000, and up to
1.3 mllion cases today.

There have been Congressional energency
payment s surroundi ng what was once called Tri-Vall ey.

The Tri-Val | ey bankrupt cy energency paynents were nade
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in connection with that.

There are export pronotion noni es that are
given to the industry to try to retain what they can
of, let's say, the Canadian narket. There are self-
hel p neasures if you wll in the way of tree pole
prograns under way in the industry.

And the industry frankly is exploring
other neans of self-help and other neans of
assi st ance.

CHAI RPERSON SURO- BREDI E:  Thank you very
much, Ms. d eason.

M5. GLEASON: Thank you.

CHAlI RPERSON SURO- BREDI E:  Qur next w t ness
is M. WIliam Ferriera, President of the Apricot
Producers of California. Wlcone.

MR. FERRI ERA: Thank you. Good afternoon,
Madam Chai r, and Menbers of the Commttee. M nane is
Bill Ferriera, and | amthe President of the Apricot
Producers of California.

W are a bargaining and marketing
association representing nearly all the apricot

producers in California. California produces
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approxi mately 98 percent of the processed apricots in
the United States.

| am here today because a free trade
agreenent with South Africa, nore than with any ot her
gl obal producer of apricots, wll have serious and
unr ecoupl abl e consequences for our industry if it
results in duty-free access to the U S. market for
South African apricots.

O the Southern African Custons Union
countries, South Africais the U S. apricot industry's
princi pal concern because of its highly conpetitive
processed apricot industry.

Qur industry's nost i nportant products are
canned apricots and frozen apricots. The U S. tariffs
are 29.8 percent on the canned product, and 14.5
percent on the frozen apricots.

Bot h product s are I nport-sensitive
agricultural products inthe Trade Pronotion Authority
| egi sl ati on, and nost i nportant for this hearing, they
were both determined to be inport-sensitive for
pur poses of the African G owh and Cpportunity Act,

and are exenpt fromduty-free treatnment under AGOA
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Since the AGOA review, the economc
conditions for California apricot growers and
processors have becone worse and inports of canned
apricots from South Africa have significantly
I ncreased.

Because the fate of our industry may
depend on the treatnent accorded to our products in
the SACU negotiations, we are asking for the sane
exenpt AGOA treatnent for canned and frozen apricots.

I

I f the agreenent does not al | owexenpti ons
from tariff reductions, then we are seeking the
maxi mum tariff phase-out period allowed under the
agreenent, wth added saf eguard protections.

For the other apricot products that are
listed in our witten subm ssion, we are seeking
sufficiently long tariff phase-out periods that wll
ensure that increased |low priced inports from South
Africa do not disrupt these outlets al so.

Al'l processed outlets are necessary for
California growers to sell their entire crop and neet

expenses.
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Maintaining our US. tariffs 1is so
critical for our industry, because 95 percent of
California' s annual apricot crop is sold in the U S.
mar ket as canned apricots or other processed, or fresh
apricot products.

Qur reliance on the U S. market is the
result of global over production of apricots,
declining consunption trends, and depressed world
prices. Unfortunately, these is no indication that
these circunstances will reverse thensel ves any tine
soon.

Wth the global nmarket for apricots
oversupplied, US. growers are finding it al nost
i npossible to conpete in export markets with |ow
priced foreign production.

Mor e concer ni ng, however, 'S t he
increasing conpetition in the U S market and the
prospect that our tariffs nmay be renoved for South
Africa and other global apricot producers that are
al so seeking FTAs with the United States.

Today, even with our duties, because

imports are priced below the prices for California
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canned apricots, and U S. demand for the product is
static, inports in every instance are displacing a
U S. sale.

Wth FTA's either in place or being
di scussed for every mmjor apricot producing country,
the total inpact of all these agreenents wll be
devastating for the apricot industry.

The inport pressures have required that
California growers pull thousands of acres of trees to
bring U S. production down. Although these efforts
have helped, US. growers have still faces 6
consecuti ve years of oversupply and | ow grower prices.

Compounding this situation is the
lingering fallout from the bankruptcy of Tri-Valley
Growers, which at the tinme canned 60 percent of the
i ndustry's annual canned apricot production. Wth
conditions so strained, the last thing that our

growers can adjust to is duty-free inports.

South Africa is the largest world producer of
canned apricots and the third |argest producer of

apricots for all uses. Alnost all of South Africa's

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

101

canned apricots are exported and increasing anmounts

are to the U S market, even with the 29.8 percent U. S

duty.

South Africa produces quality canned
apricots. It is also a |lower cost producer of canned
apricots than the United States. Roughly three-

guarters of the canned apricots that South Africa
exports tothe U S market are to the institutional or
610 canned side sector.

This is a market responsive to price and
when it has a limted nunber of buyers. Based on
prices quoted in Septenber, at the current 29.8
percent U. S. duty, institutional size South African
canned apricots are being sold in New York up to $3.50
per case below the California price.

And in the retail sector, South African
canned apricots enjoy an even greater price margin at
up to $5.00 per case.

What is abundantly clear is that w thout
the 29.8 percent U S. duty, both institutional and
retail size canned apricots from South Africa woul d

enj oy an i nsurnountabl e price advant age.
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There woul d be nore lost U S. sales. The
| ower-priced inports would al so depress the overal
U.S. market price, affecting every U S. canned apri cot
sal e.

In the frozen apricot sector, our concern
Is that South Africa woul d be encouraged to shift sone
of its processed apricot productionto frozen apricots
I f encouraged to do so by duty-free access to the U. S.
mar ket .

Frozen apricots can be produced on the
same processing | i e as canned apricots. Moreover, new
technologies in this product are nmaking frozen
apricots an inportant secondary nmarket for the U S.
i ndustry.

Wth our dried apricot outlet lost to
duty-free inports from Turkey, the industry call ill
afford to lose this inportant outlet to South Africa.

There are no export opportunities for
California apricots in the South African market, or
any other FTA country. Thus, unless our duties are
exenpt fromreduction, or given extra-long phase-out

treatnment, the free trade agreenent will be profitable
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for the South Africans, and an i ndustry-endi ng one for
Cal i fornia growers.

We appreciate the opportunity to testify
today and ask that the Conm ttee consider our inport-
sensitive positionas it begins deliberations withthe
SACU countries. | amhappy to take any questions t hat
the Commttee Menbers may have.

CHAI RPERSON SURO- BREDI E:  Thank you, M.
Ferriera. The first question would be by the U S
Department of Agriculture.

MR, HANSEN: Yes, good afternoon. My
first question is, is there currently any U S
investnment in the South African apricot processing
i ndustry?

MR FERRIERA: No, there is not.

MR. HANSEN. No? Ckay. Also, you noted
in your testinony that the California canned apricots
for the retail sector sell for $16 per case, while
South African canned apricots are listed at $11 per
case; is that correct?

MR FERRI ERA: Correct.

MR. HANSEN: Coul d you pl ease descri be t he
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price conpetitiveness of the South African prepared
preserved apricots both for institutional use and for
the retail sector in the US. narket, versus other
| nported prepared preserved apricots from Mexi co and
t he EU?

MR, FERRI ERA: Well, South Africaisupto
over 80 percent of the inports. So the inports are
really comng in the canned sector from South Afri ca.
That is our major conpetition.

They are slightly Jlarger than the
California canned apricot sector, but it is really
com ng out of South Africa. So when you see these
price differentials, you see at least a $3.50 price
and a $5.00 price for the retail, it is South African
product that you are |ooking at.

MR. HANSEN: Thank you.

CHAI RPERSON SURO- BREDI E:  USTR.

MR. MOORE: You nentioned the percentage
of the inports that are accounted for by South Africa.
Do you have a sense of how nuch additi onal we woul d be
importing fromthemwere these duties to be renoved,

and woul d those inports conpete with your production,
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or would they conpete with some of the other inport
suppliers?

MR.  FERRI ERA: Wthout a question, we
woul d see a trenendous anount of inports comng in
fromSouth Africa. In fact, | can tell you today that
if thetariff were renoved today we woul d not have t he
United States apricot industry 5 years from now.

And the reason being is that we have a
very static market. Qur market is stabilized, but we
are static, and the previous question on peaches, as
far as brand loyalty, institution has no brand
loyalty. It is strictly on price.

So when you t ake anot her 30 percent off it
is going to be great. In the retail sector, Wl Mart
has becone the largest retailer. Unfortunately,
Wal Mart is a private label retailer, and the store
will not carry private | abel apricots at this point.

They carry sonme nane brands, but not
private | abels, and so we would al so | ose the private
| abel s. So we would see a trenmendous anount of
increase in South African inports, and every truckl oad

or every container | oad of South African apricots that
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are sold in the United States would just displace and
never cell, and what would happen is that we would
have every apricot grower going out of business.

Every tinme thereis inported products sold
in the United States, we have apricot growers that
wi |l go out of business.

VR, MOORE: And just a final question.
You nentioned that you were interested in either
exenption fromthe tariff phase-out program or the
maxi mum phase out period, wth an appropriate
saf eguar d.

What is an appropriate safeguard in your
view? What mght that |ook |ike?

MR. FERRI ERA: As |ong as possible would
be our industry's -- our industry's preference is that
we have a tariff exenption. If we cannot have an
exenption as absolutely |l ong as coul d be possibly set
into the agreenent, because again this wll -- the
probl emthat we have in apricots is that it is such a
small industry that any change in what is comng in
fromwhat we are seeing right now will conpletely be

devast ati ng.
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And what wi || happen is the people who are
selling apricots, which is still today a mnuch | ower
price inported product, and that will be the end of
the apricot industry as we know it today.

M5. HAM LTON: Just one question. You
mentioned that you had lost the dried fruit market to
Tur key.

MR. FERRI ERA: Correct.

M5. HAM LTON: Does that nmean that there
Is no dried fruit production?

MR. FERRI ERA: Over 95 percent of the
dried apricots sold in the United States |ast year
came in from Turkey. There is a very small dried
apricot industry in California.

Part of that is exported to Japan. It is
a very specialty pack, and that takes a little bit of
dried, and then thereis alittle bit of dried apricot
going into ingredient.

But one of the problens is -- and this
past year, we put 10,000 tons of apricots in the
ground and sol d. The year before, we could not

harvest 8.000 tons. Those apricots used to go in the
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dried market, and that when we had excess producti on,
we could dry them and we could find a hone.

But because of the extrenely |ow priced
Turkish dried apricots, we cannot conpete in that
mar ket, and then we have also |ost the concentrated
mar ket again to very low priced world concentrate.
Specifically, Chile, is one of the exanples.

CHAI RPERSON SURO BREDI E:  Thank you very
much.

MR. FERRI ERA: Thank you.

CHAI RPERSON SURO- BREDI E:  The next wi t ness
is M. Jack Roney, Director of Econom cs and Policy
Anal ysis for the Anmerican Sugar Alliance, and M
Donald Phillips. The floor is ours.

MR. RONEY: Thank you for the opportunity
to testify on behalf of the U S. Sugar Industry. | am
Jack Roney, Director of Econom cs and Policy Anal ysis
for the Anerican Sugar Alliance. | amacconpani ed by
ASA trade counsel, Don Philli ps.

ASA is a national coalition of growers,
processors, and refiners of sugar beets, sugar cane,

and corn for sweeteners. The world sugar narket is
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di storted by a vast array of governnent policies that
encour age over-producti on and dunped exports.

As a result the so-called world market
price for sugar is really a dunp price that reflects
barely half of the world average cost of producing
sugar. The ASA has | ong endorsed the goal of gl obal
free trade in sugar.

American  sugar and corn sweetener
producers are efficient by world standards. W would
wel cone the opportunity to conpete on a genui ne | evel
playing field free of government intervention.

Qur market should not be opened further,
however, until foreign subsidies are elimnated. Qur
nmessage today is consistent with our nmessage to the
Adm nistration on all of the bilateral and related
agreenents that the United States is pursuing.

We strongly urge that you pursue a reform
of a nyriad of trade distorting sugar policies
globally in the context of the ongoing multi-latera
negotiations of the WIQ and not regionally in the
proposed South Africa Custons Union FTA

Alimted dismantling of trade barriersin
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the regional context would bring two dangers. One,
those countries would becone nore vulnerable to
continuing distortions in the rest of the world.

Two, the regi on woul d squander | everage to
achieve a neaningful reformin the global context.
Openi ng our sugar nmarket to the five countriesinthis
Custons Union would result in major disruption of the
U.S. sugar market, sharply reduce producer prices and
I nconme, a great loss of U.S. jobs, and naj or budgetary
outlays by the U S. governnent.

These costs woul d far outwei gh any overal |
gains to the U'S. econony resulting from tariff
el i m nation. In particular, history shows that
consuners would not see any benefit from | ower
producer prices passed along to themin the form of
reduced retail prices for sugar or sugar-containing
products.

Two of the five SACU countries covered by
the proposed FTA negotiations, South Africa and
Swazi | and, are significant producers and exporters of
sugar . South Africa is the world' s sixth |eading

sugar exporter. It produces nearly 3 mllion tons of
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sugar per year, and exports about half.

Swazi | and produces about a half-mllion
tons of sugar per year, and exports about 400,000
tons. South Africa does not have an open market for
sugar. No country does. South Africa defends its
sugar industry with variable |evies against inports,
recently running about 84 percent.

Donesti c prices nore than doubl e the world
price, and export, and State tradi ng enterprise, and
ot her assistance, such as irrigation subsidies and
drought relief aid.

South Africa and Swazil and al ready enj oy
duty-free shares of the U S. sugar inport quota. But
their conbined exports, at about 1.7 mllion tons,
total nore than half the U S tariff-free quota for
sugar from 40 counti es.

I"msorry, total nore than the U S. free
tariff quota for sugar from 40 countries, which has
averaged about 1.2 million tons in recent years. The
great bul k of this export capability woul d be directed
at the U S. market if our tariffs on sugar and sugar

containing products are elimnated for these two
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countries.

In fact, SACU sugar exports to the U.S.
al one coul d exceed their current total exports of 1.7
mllion tons for two reasons. First, the prospect of
unlimted access to US. markets would |ikely
encourage increased sugar production as it did in
Mexi co.

Second, these countries could send us al
their donestic production and substitute inported
dunped nmarket sugar for their own consunption. The
low U S. market prices that would result from
i ncreased SACU inports would harm not only American
sugar farnmers, but also the other 39 countries that
have shares of the U S. sugar inport quota.

Virtually all of these countries are
devel opi ng countries. W remnd you, too, that the
proposed free trade agreenent with the SACU is only
one of several FTAs wunder way or contenplated
i nvol vi ng maj or sugar producers.

Chile, Central Anmerica, the free trade
area of the Americas, Australia, and Thailand, are

ot hers. Combi ned, these countries export about 25
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mllion tons of sugar per year, and that is nore than
double the total U S. sugar consunption.

I ncreased mar ket access on sugar for South
Africa wuld set a precedent for these other
negoti ations that would overwhelm the U S. sugar
mar ket .

The U.S. sugar industry believes that
trade distorting government policies and pervasive
dunping can be effectively addressed only in
multilateral WO negotiations.

W have urged the adnministration to focus
its efforts on conprehensive, sector specific,
negotiations within that forum Attenpts to deal with
the problens that are plaguing the world' s sugar
i ndustry, andtoelimnate tariffs on sugar within the
vari ous FTA negoti ati ons woul d j eopardi ze t hi s broader
goal and are unworkabl e.

I n concl usi on, rather than incl udi ng sugar
and efforts for individual FTAs, a sounder course of
action is for our FTA partners to join with the U S.
in sector specific WO negotiations, to attack

aggressively, and to elimnate governnent policies
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that have so grossly distorted world trade in sugar.
Thank you for your attention.

CHAI RPERSON SURO- BREDI E: Thank you very
much, M. Roney. The first question will be by USTR

MR, MOORE: In your testinony, you
menti oned that sugar isn't freely traded, perhaps even
wi thin SACU, and you nentioned the variable |evels,
and the State trading enterprises in South Africa.

| wonder if you coul d provi de perhaps nore
details on these restrictions, and maybe nention if
these things are scheduled to be phased out, or if
t hey are things that appear to be a permanent fi xture.

MR, RONEY: We woul d be happy to do that.
As a matter of fact, we have been working vigorously
with the renowned international research firm LM
International in Oxford, England, on fairly detailed
profiles of the sugar policies in the 13 biggest sugar
produci ng and exporting countries or regions.

And we have been working with themon this
all this past fall, and it is a very difficult study
to do, because we are | ooking at both transparent and

non-transpar ent sugar i nterventions in t hose
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countries.

And we hope to have that study fully
assenbl ed early in January, and that does include one
of those 13 countries profile, which is South Africa.
So we woul d be happy to provide those details to USTR
and to this commttee as soon as it is available in
early January.

MR. MOORE: Thank you very nmuch for that.
Al so, just one quick question before we nobve on to
USDA. What is the role of high fructose corn syrup
currently in this nmarket? Has this kind of gone as
far as it can go there, or are we l|looking at a
situation where this may continue to displace sugar
that would then be offered for export?

MR. RONEY: That is an excell ent question,
and I don't have the answer for you. W will need to
| ook into that and perhaps see what data the USDA has
on it, and what data we can get directly from South
Africa on that issue, because it is an inportant one.

Certainly it is an integral issue in our
problens with NAFTA with Mexico, and so we need to

| ook at that and understand it, and we woul d be happy
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to look into that.

MR, PHI LLI PS: If I could add just one
thing. One of your questions was whether or not any
of these neasures being maintai ned were schedul ed to
be phased out, and | think to our know edge they
aren't.

The ones that we nentioned, the variable
| evy system |oosely termed, they call it sonething
el se. The State trading. These are all as far as we
know per manent fixtures, and obvi ously the gover nnent
coul d change themat any tine they want.

One thing they did change is that they
used to have export subsidies and they have an
al | owance for export subsi di es under the WIQ, but they
have phased out their export subsidy program

But they have noved to this other system
Just recently, they noved -- in fact this variable
| evy systemis sonmething that they have set up fairly
recently, at least in its current form

But as Jack said, we will have a detailed
report hopefully by very early in January that you can

take a | ook at.
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M5. HAM LTON: Are the South African
counties going to be in your report?

MR. PHILLI PS: Yes, they are the only
major -- really major producer and exporter. W are
attenpting to try to profile all the producers, who
are producers, but we realize that there are 125
countries that produce sugar, and it just becane too
| arge to handl e.

But South Africa at this point is the only
African country on that |list. W are interested
perhaps further down the line at |ooking at Egypt,
which is a mgjor inporter, and the Sudan, which has
the potential to beconme a maj or exporter, particularly
under concessions that are being granted to them by
t he European Uni on. But those studies nay be further
down t he road.

CHAI RPERSON  SURO- BREDI E: The next
question is by the USDA

MR.  HANSEN: Yes. Good afternoon. I
understand that Swaziland exports sugar to the EU
under preferential agreenment. |Is that correct?

MR.  RONEY: Yes. Nearly half of the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

118

400, 000 tons that they export goes to the EU under a
price regime that is substantially higher than the
U S 's prices and the EU for sugar about 50 percent
than they are in the U S

MR. HANSEN. Do any ot her SACU countries
have these preferential trade agreenents?

MR.  RONEY: No. South Africa sends a
nodest anmount of sugar to the EU each year, but as far
as | understand, they do not have the access to
preferential price reginme that Swazil and does.

MR. HANSEN:. And one ot her question. Do
any of the SACU counties have the capability to expand
t he sugar production beyond the current |evels?

MR,  RONEY: We suspect that they do,
depending on what kind of price incentive they are
offered. If they are looking strictly at expandi ng
for the world gum market that is running about half
the worl d's average cost of producing sugar, there is
no incentive there.

I f, however, they are looking at
ratcheting up their access to preferentially priced EU

or the US. nmrket, there could be sone strong
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i ncentives there.
But we don't fully have a firmgrasp at this point of
what potential additional acreage they could bring in.
MR. HANSEN. Ckay. Are you aware of any
resource limtations, like land or water, or those
type of things in expandi ng sugar production in SACU
countries?
MR. RONEY: W have not really studied

that yet, but we are certainly are going to ook into

t hat .

MR. HANSEN: Thank you.

MR. RONEY: If | could just add that one
i medi ate concern that we have is as | nentioned

briefly in ny testinony is the fact that these two
countries together produce 3.2 mllion tons of sugar,
and if an agreement with them were not -- included
sugar and were not structured carefully, with only for
exanples rules of origins concerns, through a
substitution it would be possible for these two
countries to aim their full 3 mllion tons of
production at the U S. nmarket.

So even wi t hout expandi ng their
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production, there is the potential for far nore sugar
comng in here than we did, and our inports are only
runni ng about 1-1/4 to 1-1/2 mllion tons of sugar per
year.

CHAlI RPERSON SURO-BREDI E:  The 1 TC

M5. BONARRI VA:  Yes. Can you explain who
the inports from Southern African countries would be
comng into this country in relation to the other
inporting countries that have access to the sugar
guota here in this country?

Wul dn't they be taking away nmar ket share
fromthe other inporting countries and not --

MR. RONEY: Absolutely. There would be
two negative efforts on the others. South Africa and
Swazi | and bot h have shares of our inport quota as it
iS.

So t hey woul d have two negative effects on
the other 38 countries. One is that they could
potentially reduce their market share, and certainly
for inmports above the TRQ

For inports withinthe TRQ it would be an

i ssue of whet her access for these countri es was carved
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out of the far m ni mumaccess requirenment, whichis 1-
1/4 mllion tons of sugar per year; or whether their
access woul d be on top of that m|lion-and-a-quarter.

So they would be -- they would certainly
have the potential of reducing the volunme from ot her
countries. There is also the potential that they
could reduce the price if inports fromthis area prove
to be excessive, and it could over-supply our market,
and drive down our price.

And essentially elimnate the benefit of
our preferentially priced narket that provides for
t hose countries that have shares of our inport quota.

MR PHLLIPS: If I could just follow up
on that. W do of course have a WIO obligation, in
ternms of the current levels of TR@Gs. So it is hardto
see how we could get away fromthat.

So | think the real problem for other
countries woul d presunably be the | atter one that Jack
nmentioned; that if you had this big influx of sugar,
it is going to drive down the price, and it is going
to make the existing TRQtreatnent nuch | ess val uabl e

to these other countries.
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MR. RONEY: We had hoped i n the NAFTA t hat
the additional access granted to Mexico would be
carved out of the WO m ni mum obl i gati on, which the
adm ni stration chose to place Mexi can access on top of
t hat .

We woul d continue to support and to carve
out an approach, because our market has the potentia
of being dramatically oversupplied otherw se.

M5. BONARRI VA: But you said there are two
countries, two SACU countries that currently have
al | ocati ons?

MR  RONEY: Yes, South Africa and
Swazi | and, and the testinony that we have provided
| ooked at that. Their conbi ned access to the U S
mar ket now i s about 41,000 tons per year at the U S.
price and duty-free.

MR, PH LLIPS: | knowyou all are probably
ready for lunch, but if | could nake one ot her comment
just to draw your attention to Table 1, which is a new
table that we inserted today or so, and which spells
out the exports of the countries for which FTAs are

bei ng cont enpl at ed.
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And if you |look at all these countries,
t hey woul d include Thail and, because there nowis a
ASEAN initiative that could | ead to negoti ations. You
are looking at total exports of close to 25 mllion
tons of sugar.

So | think that is sonmething for the
adm nistration to reflect on, and if the notion is
that we are going to keep sugar in these agreenents,
| think it becones totally unmanageabl e pretty quickly
as far as the policy applications go for U S. sugar.

MR. RONEY: Qur total consunption is about
10 mllion tons. So we are |looking at potential
exports here of 2-1/2 times our current consunption.

MR.  PHI LLIPS: And so just to say one
ot her thing. | nmean, | think it is going to be
i npossible to satisfy the desires of these countries
in an FTA context. It beconmes nore and nore
unmanageabl e wi th each new announcenent.

So we woul d hope that the adm nistration
woul d just take the position that this needs to be
dealt with in a WO and can't be satisfactorily dealt

with in each of the FTAs.
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CHAI RPERSON SURO BREDI E:  Thank you very
much. This hearing is adjourned. W wll start again
at 2:15.

(Wher eupon, at 1:05 p.m, the neeting was

recessed.)
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AFTERNOON SESSI ON

(2:22 p.m)

CHAI RPERSON SURO-BREDI E: | will begin by
asking the panel to reintroduce thenselves, please,
starting with the Departnment of Treasury.

M5. SAN M GUEL: Carnen San Mguel, with
the Departnment of Treasury.

M5. HYLAND: Coll een Hyland from the
Departnent of State.

M5. HAM LTON: Connie Ham |ton with USTR

CHAlI RPERSON SURO- BREDI E: Carmen Suro-
Bredie, Chair.

M5. ROBI NSON- MORGAN: Al'icia Robinson-
Mor gan, Departnent of Commerce.

MR. KARHNAK:  John Karhnak, Environment
Prot ecti on Agency.

M5. VH TE: Betsy Wiite, Departnment of
Labor.

M5. BONARRI VA:  Joanna Bonarriva, fromthe
I nt ernati onal Trade Conm ssi on.

CHAI RPERSON SURO- BREDI E:  Thank you. Qur

first witness will be Laura Baughman, and | hope
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that's right, President of the Trade Partnership, on
behal f of the National Retail Federation.

M5. BAUGHVAN: Thank you. My nane is
Laura Baughman, and | am the President of the Trade
Partnership, and | amtestifying today on behal f of
the National Retail Federation.

Eric Altour, who is Vice President of NRF,
sends his regrets and apol ogi es that he was unable to
offer this testinony hinmself today. NRF is the
Nation's |argest trade association representing the
retail industry. NRF' s menbership crosses the entire
spectrum of retailing, an industry that in 2001
enpl oyed 22 mllion workers.

We hear daily howinportant this industry
is to the health of the U S. econony, especially now,
as it provides the vehicle through which consuners
purchase the goods that they need for daily living.

The NRF strongly supports a U S. -South
African free trade agreenment or SAFTA The five
countries int he region have seen a substanti al
increase in trade and investnment with the United

States as a result of AGOA that is hel ping to support
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their economc and political stability and reduce
poverty.

At the sane tine, trade and investnent
wth these countries offer clear benefits to US
retailers, who are sourcing nore consunmer products in
the region as a result of AGOA and to their
custoners, Anmerican consuners, who enjoy | ower prices
on the duty-free goods inported fromthe region.

And, t hus, NRF appreci ates this
opportunity to provide the conmmttee wth its
suggestions for the process and substance of the SAFTA
negoti ati ons.

First, with respect to negotiating nodalities
for the market access piece of the FTA, the NRF
bel i eves that there shoul d be no separate negotiating
group for textiles and apparel outside the scope of
t he regul ar negoti ati ons on market access for goods.

Wth the inmnent elimnationof the quota
program it is nowtinme to treat textiles and appare
like any other good, rather than as a distinct
cat egory deserving of special treatnent.

Second, all duties on qualifying textile
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and apparel products should be elimnated i medi ately
upon i npl enent ati on of the agreenent. Presum ng that
SAFTA replaces AGOA preferences with respect to the
five countries in the region, I mredi ate duty
elimnation will ensure that those products currently
getting duty-free access to the U S. market under AGOA
will continue to receive such preferential access.

It is also inportant that rules of origin
allow for accumulation of inports from other FTA
partner countries to ensure that SAFTA does not rob
trade fromcountries in other parts of the sub-Saharan
African region.

Third, NRF believes that AGOA rules for
footwear should be carried over into SAFTA to ensure
that preferences for SAFTA countries that they
currently receive under AGOA are not di m ni shed.

Wth an inport penetration of 98 percent
in the U S footwear nmarket, there is no reason to
i mpose nore restrictive rules than are currently
avai l able under AGDOA, which provides duty-free
treatment for all categories of footwear from

beneficiary countries in the sub-Saharan and Afri ca.
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| would liketospendalittle bit of tine
on rules of origin, as they have a very inport on the
ability of an FTA to deliver expected benefits from
trade |iberalization

The NRF and ot hers have argued often that
an inmportant goal in the negotiation of reciproca
trade agreenents should be the establishnment of
flexiblerules of originthat are conmercially viabl e,
and provide trade and i nvestnment opportunities.

To that end, the U S retail industry is
of the view that preferential rules of origin for
textiles, and apparel in particular, should be
determ ned as with other goods according to the nost
significant processes performed in an FTA partner
country.

Unfortunately, U S. negotiators seem to
have a preference for textile and apparel rules of
origin that rely on the origin of input to determ ne
the origin of the finished product made from those
i nput s.

The nost comon exanple is the so-called

yarn forward rul e, which in our experience frequently
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retards, rather than pronotes, trade wth FTA
countries.

In addition, such rules <create an
anomal ous situation where the effective amount of
val ue added processing necessary for qualifying
apparel is substantially higher than for all other
products in the range of 80 to 90 percent.

Wth a wde choice of alternative supply
sources, nost retailers do not use trade prograns with
overly restrictive rules of this sort. Such an
out cone woul d underm ne the policy goals of the FTA
and elimnate business opportunities for other U S
i ndustries inthe retail supply chain, such as cotton,
yarn, fabric, and apparel production.

The only way to "save" trade under these
circunstances istoestablishtariff preferencelevels
that are set at current levels of trade, and do not
decline with tine.

But then you have added a whol e other
| ayer of conplexity to the agreenment and that gives
retailers pause. Finally, the NRF believes that the

time has cone to address seriously the question of
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whether it 1is appropriate to apply anti-dunping
renmedi es against free trade partner countries once a
free trade agreenent is fully inplenented.

Under an FTA, foreign producers are no
| onger in a position to unfairly price their exports
to the United States. So at |east theoretically the
need to use anti-dunping |aws against free trade
partner countries evaporates.

However, countervailing duty and saf eguard
nmeasures against inports from free trade partner
countries should continue to be available to donestic
petitioners in appropriate circunstances, provided
that the procedures for inplenenting these renedies
are transparent and allow for the full participation
of all affected parties, including consunmers. Thank
you very nuch.

CHAI RPERSON SURO- BREDI E:  Thank you. The

first question will be posed by the Departnent of
St at e.

M5. HYLAND: Good afternoon. | have a
mul ti-part question here. The first 1is what

percentage of your nenbers inport apparel from the
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SACU countries? Do you knowthat? Is it significant?

V5. BAUGHVAN: Well, | don't know the
exact percentage, and it varies. It is sonetines very
hard to actually cal cul ate because a |lot of retailers
buy apparel fromthird-parties, who in-turn are the
source of the goods frompotential SAFTA countries and
SAFTA countri es.

And they don't necessarily know that is
where the products are comng from and sone they do,
because they are so | abel ed, but they don't place the
orders directly.

It is asnmall percentage currently, but it
is a percentage that we expect will increase with tine
because of the AGOA benefits are so attractive up to
a point.

So probably -- well, certainly we know
that it is no nore than one percent of total appare
inports at the nonent.

M5. HYLAND: Do you -- these inports are
com ng fromthe AGOA countries are what we are tal king
about here, the SAFTA countries, if they were able to

enhance their benefits through an FTA, do you think
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that would drop production from other regions to
Africa? Wuld that have any sort of effect on
donesti c production?

M5. BAUGHVAN: We think that it woul d draw
sourcing away from Asia, and that is where the
repl acenent would cone, and not with U S. producers.
U S. producers fill a particular niche in supply that
is very inportant.

I nmean, we wll always be using U S.
producers of both parallel and textile fabrics. They
make sone specialized products that we just can't get
anywhere el se, and fashion necessitates that we have
| ocal suppliers for nmany products. W just can't --
I nmean, it takes forever to get sonething in from
Afri ca.

So we don't expert that expanding the
benefits to Southern Africa wll have a negative
I npact on the U. S. producers. Not at all.

M5. HYLAND: Thank you

CHAlI RPERSON SURO- BREDI E: Is there an
addi ti onal question from t he U. S Tr ade

Representative?
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M5. HAM LTON: In your testinony, and in
your witten statenent, you said that a separate
textile negotiating group isn't necessary. Can you
just elaborate on that a little bit?

VWhat is the current system that we have
and how would that affect circunvention rules, and
rul es of origin?

M5. BAUGHVAN: Typically over the | ast 30
sone odd years, because we have had a nulti-fiber
arrangenent, and have done the agreenent on textiles,
and clothing and textil es have al ways been consi dered
separ at e.

And negotiators are -- well, it is a
di fferent group of negoti ators, and t hey have neeti ngs
separate fromall the other negotiations on tariffs.
And usually the rules that apply to textile tariff
reductions, if any, are considerably different than
the rules that apply to tariff reductions affecting
ot her industrial products, we have al ways t hought t hat
this was sonething that needed to change.

That textiles needed to be included as

part of whatever rules that apply to steel, or any
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ot her inport sensitive products, should apply interns
of tariff phase out, should apply as well to textiles.

They shoul d not be treated specially any
nore. Those days are over, especially cone 2005. And
frankly come 2005, the whol e question of circunmvention
is noot because there won't be any quotas to
ci rcunvent anynore.

Everything else that is relevant to
textiles, and issues like |labeling, are relevant to
any other product inported into the United States.
Again, there is no reason to treat themseparately or
differently.

M5. HAM LTON: Thank you.

CHAlI RPERSON SURO- BREDI E: Depart nent of
St at e.

M5. HYLAND: At the end of your testinony,
your witten testinony, you nentioned a problemwth
trademark, and | am wondering what is the extent of
the trademark issue in -- | qguess it was retail
trademarks and the ill egal use of retail trademarks in
South Afri ca.

Is that a growing problens, or is it a
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significant problem or is it just one that you are
fl aggi ng?

M5. BAUGHVAN. At this point, it is one
that we are flagging. Apparently sone retail ers have
brought this to the attention of the National Retail
Federation. It is not ny understanding that it is a
huge probl emat the nonent, but it coul d becone one if
we don't take care of it now.

M5. HYLAND: Thank you

CHAI RPERSON SURO- BREDI E: Depart nent of
Labor .

M5. VH TE: | had just a followup
guestion on rules of origin. At one point, | thought
| heard you say sonething that the rules should
i ncl ude accunul ati on for all sub-Saharan countries, or
just SACU countri es.

And then the other question that | had
related to the yarn forward, where you said it does or
does not result in increased processing in the
countries where this is in effect, or it does nore?

M5. BAUGHVAN: Let ne take the second one

first. The yarn forward rule is a conplicated thing
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to keep track of for retailers. The paperwork trai
has to be very careful, and we have to | think in the
case of NAFTA, you have to hold on to things for 3 to
5 years, a long period of tine.

You have t o know where t he yarn was nade, a
nd you have to know where the fabric was nade, and
there is a lot of very expensive penalties if you
screw up anywhere al ong the way.

So for dealing with such a rule to be
commercially viable, it is a conplicated process, and
it requires the retailer to develop a whole interna
system of controls, and staff to manage that kind of
t hi ng.

It is never sonething that anyone wants to
do. | nean, sonetines the tariff reduction is not
worth the cost of keeping that sort of an interna
systemto keep track of where the yarn was nmade and
where -- well, where the fabric was nmade and to nmake
sure that you have supporting paperworKk.

And that you can present it at any tineto
custons or anybody el se who wants to do an audit, and

who asks for one. So given the choice between how
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much | ower priced product inmported from China, and
sonet hi ng where you have to junp through hoops Iike
you would with yarn forward under NAFTA.

O sone of the rules that are even
prevalent in the Caribbean Basin Partnership Trade
Act. A lot of conpanies have opted to just go ahead
and pay the duties. It is easier and it is cheaper.

So that is one problem and ny
understanding is that one of the key things that we
want to do is certainly have accurmul ation fromw thin
SAFTA, but we want to be very careful that we don't
di sadvantage the other countries in the AGOA or who
are eligible for AGOA. because that is a very
i nportant programto retailers, too.

So there might be sone way that we can
work out sonme related kind of accunulation type
initiative with SAFTA that allows for perhaps sonme
special inputs from the countries in sub-Saharan
Africa who are not nenbers of SAFTA

It is again a conplication issue, and it
is something that we don't want to get too carried

away with, because then that ultinmately becones too
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difficult to use.

MS. WH T: SAFTA?

MS. BAUGHMAN: SAFTA woul d be, yes. Yes,
['"'m sorry, that was ny name for it. It made it
easi er.

CHAI RPERSON SURO- BREDI E: Do you have any
i dea what percent of retailers are opting to pay for
the duties rather than to use the yarn forward rul e?

V5. BAUGHVAN: No, | don't, but | have
heard that a |lot or a nunber of them have nentioned
this, particularly with respect to the Caribbean
countries, to the CBTA program

CHAI RPERSON SURO- BREDI E: Have you ever
polled or --

M5. BAUGHVAN: | 'm sorry?

CHAI RPERSON SURO- BREDI E: Have you ever
pol | ed your nenbers?

MS. BAUGHMAN: No, not on that issue. No.

CHAlI RPERSON SURO- BREDI E: That m ght be
useful information.

M5. BAUGHVAN: Okay. | will nmention that.

CHAI RPERSON SURO BREDI E: Do we have any
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ot her questions? No. Thank you very nuch.

M5. BAUGHVAN: Thank you.

CHAI RPERSON SURO- BREDI E:  Qur next wi t ness
Is Mtchell Cooper, Counsel for the Rubber and Pl astic
Foot wear Manuf acturers Associ ation. Wl cone.

MR. COOPER Thank you, Madam Chair. The
Rubber and Pl asti c Foot wear Manuf acturers Associ ati on,
as this panel surely knows by now, is the trade
associ ation whi ch speaks for t he donestic
manuf acturers of athletic footwear and waterproof
f oot wear.

That is, the few manufacturers that are
left inthis country. The argunents that we advanced
before this panel in investigations dealing wth
possible free trade agreenents with Singapore, wth
Chile, with the free trade area of the Anericas
countries, wth Taiwan, with Central Anerica, wth
Morocco, with possible duty reductions in the Doha
Round, and with the elim nation of exceptions to duty-
free treatment i nt he Andean Trade Preference Act, are
equal |y applicable to Southern Africa.

The one significant difference from our
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perspective between this investigation and previous
ones is that as a result of the African Gowh and
Qpportunity Act, inports of rubber footwear from
Bot swana, Lesotho, Swaziland, Nam bia, South Africa,
the countries involved in this investigation are
al ready duty-free.

By the terns of AGOA, however. that duty-
free status will end in 2008. Wereas, the proposed
free trade agreenent woul d presumably be here to stay.
It is true that there is not yet a neaningful
penetration of our nmarket by inports of rubber
f oot wear from Southern Africa.

It is also true, however, that AGOA's
term nation date of 2008 serves as a deterrent to
i nvestment i n Southern African conpani es whi ch make or
coul d make rubber footwear.

The free trade agreenent woul d renove t hat
deterrent. Gven the fact that |ow cost foreign
conpetition has already reached the point where
i mports now take nore than 95 percent of our narket
for fabric and rubber-soled footwear, nore than 60

percent of our market for protective footwear, this
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donmestic industry views with trepidation any |ikely
renoval of a deterrent to investnment in Southern
Af ri can manuf acturers.

The conpanies which remain in this
I ndustry represent the survival of the fittest. They
have every intention of continuing to produce in the
United States, provided that there is no additional
i nducenent for themto shift their production abroad.

W were al so concerned that the proposed
agreenent with Southern Africa will becone a precedent
for still nore bilateral free trade agreenents. There
have been so nany of these that the only saving grace
is that there is a finite nunber of countries.

What happened in the Caribbean justifies

our concern for what could well happen in Southern
Africa.
Duty free treatnent in the CBlI, where there had
previously been no significant rubber footwear
production, resulted in less than 7 years in an
increase in annual shipnents from that area from
200,000 pairs to in excess of 5 mllion pairs.

Finally, any additional bilateral free
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trade agreenent negotiated in the course of the Doha
Round di scussions is bound to erode our governnent's
ability to satisfy these industry's |legitinmte needs
inthat nmultilateral negotiation.

The adm nistration exercised w sdom and
restraint in excluding the core products of the rubber
footwear industry from duty-free treatnment in the
Andean Trade Preference Act on the grounds of inport
sensitivity.

And to t he best of ny know edge t he rubber
footwear industry was the only one so exenpted. Such
wi sdom and restraint that was called for in this and
ot her bilateral investigations with which the TPSC has
been concer ned.

And as this conmttee must know in the
Chileinvestigation, the adm nistration chose to stand
firm on the view that while there would be no
exceptions to that negotiation, the phase out period
for the core itens of the rubber footwear industry
woul d be much sl ower than that again granted for any
ot her industrial product.

The harnonized tariff system categories
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excluded from the Andean duty free treatnent, and
these are the categories for which we seek excl usion
in this proposed agreenent as set forth in Appendi x 2
to the statenent, and the inpact of rubber footwear
inmports on this market, and on the industry's
enpl oynent as set forth in Appendices 3, 4, and 5, and
| would wel cone any questions that the Commttee may
have.

CHAI RPERSON SURO- BREDI E:  Thank you, M.
Cooper. The first question is posed by the Depart nent
of Treasury.

MS. SAN M GUEL: Good afternoon. Did the
Rubber and Pl asti c Footwear Manufacturers Associ ation
support granting duty-free access to rubber footwear
under AGOA?

MR COOPER Did it support it?

M5. SAN M GUEL: Yes.

MR. COOPER: No, it did not. Ch, no,
certainly not.

M5. SAN M GUEL: Al right. Thank you.

MR. COOPER: No, we are very consistent in

our Vi ews.
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CHAI RPERSON SURO- BREDI E: That's good
The | TC

MS. BONARRI VA:  Good afternoon. Coul d you
explain how woul d the inpact of duty free access for
rubber footwear under a free trade agreenent wth a
SACU country differ fromthe benefits under AGOA?

MR. COOPER:. Only because they woul d be
here to stay. The AGOA duty iswith atinelimtation
and is a significant deterrent. Conpani es are
constantly looking, or that 1is, the remaining
conmpanies in this industry, all of whomincidentally
are inporters as well as donestic producers.

They have to be in order to survive. But
the balance of their interests as of today at
approximately three o'clock is to produce in this
country.

They wake up every norning wondering
whet her they should be having that production, but
certainly if they were going to consider investing in
a South African rubber footwear conpany, for exanple,
they would be hesitant to do so unless this was a

per manent agreenent.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

147

CHAI RPERSON  SURO- BREDI E: The State
Depart ment .

MS.  HYLAND: You largely answered ny
question. Do you currently inport at all fromAfrica
or the AGOA countries?

MR. COOPER: To the best of ny know edge,
they do not now inport from Africa. Most of the

inports, of course, cone fromthe Far East at this

poi nt .

CHAI RPERSON SURO- BREDI E: Are there any
nore questions? If not, | thank you very nuch, M.
Cooper for com ng. Qur next testinony will be by

Bernie Brill of SMART. The floor is yours.

MR BRILL: Good afternoon. On behalf of
the Secondary WMaterials and Recycled Textiles
Associ ation, | want to thank the Trade Policy Staff
Committee for the invitation to testify today
concerning the free trade agreenent negotiations
pendi ng between the United States and the Southern
African Custons Union.

Joining ne today to hel p answer questions

is Eric Warshaw, President of Erics Corp. and Scrant on
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Textile Recycling, a textile recycling firm
headquartered in Pennsyl vani a.

M . War shaw has ext ensi ve know edge and 27
years of experience exporting used clothing to Afri ca.
The Secondary WMaterials and Recycled Textiles
Association is a 70 year old trade association
representi ng conpani es who recycl e cl ot hi ng for export
mar kets around the world.

Thousands of people are enployed in the
United States coll ecting, processing, and i nspecti ng,
and packagi ng this commodity. This industry not only
creates and nmintains thousands of jobs nationw de,
but also diverts billions of pounds of textile
mat eri al s each year fromthe waste stream

Because of the work carried out by our
i ndustry, every year mllions of dollars are directed
to the various charitable organizations, such as
Goodwi || International Industries and the Sal vation
Arny, who collects these material s.

Wat is not sold in their respective
thrift storesis soldtotextilerecyclingfacilities,

menbers of our industry. It is also inportant to note
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that the United States itself is the world' s |argest
mar ket for recycl ed cl ot hing.

Recycl ed cl ot hing prepared for export to
Africa is carefully selected to fulfill the need of
each particular market where it is openly traded. It
i s a high demand product in countries wth popul ati ons
of nodest neans.

Many citizens of African countries cannot
afford to pay one-tenth to one-quarter of their annua
incone for a new shirt or a new pair of trousers.
Trade in the wused clothing market, where it 1is
permtted to exist, allows citizens in the inporting
countries to dress thensel ves adequately, while here
inthe United States it creates thousands of jobs and
keeps our landfills frombeing clogged with perfectly
good reusabl e cl ot hi ng.

Conparative advantage dictates that new
cl ot hing produced i n Botswana, Lesotho, Nam bia, and
Sout h Africa, and Swazil and, shoul d be marketed freely
i n devel oped countries, including the United States,
to gai n nmaxi mum r evenues.

Used cl ot hi ng generated fromthe cl ot hing
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produced in these regions and inported to the United
States should be exported back to clothe their poor
popul ati ons.

Nonet hel ess, the SACU countries have a
long tradition of putting up various kinds of trade
barriers to the inport of recycled clothing. South
Africa has regulations in place which form an
effective ban.

Clothing is listed as a restricted
comodity which is prohibited, except in the rare
i nstance when one is able to secure an inport permt
fromthe Departnent of Trade and | ndustry.

However, in the rare case the new i nport
permt is granted, the commodity is then subject to an
excessively high duty rate. According to figures
provi ded by the Departnent of Commerce, the duty rate
is 60 percent of the total inport, or 25 South African
rands per kil o, whichever is higher.

SMART estimates that these duties to be
approxi mately 100 percent of FOB U. S. port val ue of
goods. Oher countries in Southern Africa, such as

Lesotho, effectively ban the inport through the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

151

i mposition of prohibitively high tariffs.

Arguments for restricting trade in used
clothing range from accusations that the inport of
used clothing is tantamobunt to dunping our waste
products, or spreading di sease to sinply unapol ogetic
excuses of protecting the donestic textile industry.

Oficials in these countries refuse to
recogni ze that their poor constituents cannot afford
to buy their locally produced new clothing.
Traditionally, rather than recogni zing that the best
mar ket for their manufactured clothing is the United
States, the policy has beento try to force the | ocal
popul ati ons to buy the | ocal product and ban our nore
af f ordabl e used products.

Despi te SACU governnents' best efforts to
ban the trade, there is a strong demand for used
clothing in Southern Africa. A stroll through
downt own Johannesburg, the townships. or in various
mar kets in Botswana, will show that used clothing is
popular, and is being snuggled through nearby
countries.

Addi tionally, SMART nenber conpanies
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periodically receive inquiries from South Africans
Wi shing to inport used clothing, but are apparently
unaware of their own governnent's restrictive
poli ci es.

We pr opose t hat r enovi ng trade
restrictions on recycled clothing in this region, the
vari ous governnments would be able to significantly
augnent their custons revenues.

SMART estimates that at |east for now
recycled clothing inports into this region could
easily tolerate duties, including any sal es or val ue
added taxes of 30 to 40 percent.

Furt hernore, i ndependent studi es of other
African countries suggest that the open distribution
and sal e of recycled clothing in Southern Africa would
create jobs and economic growh through the
devel opnent of a new market sector.

Mar ket access is a key issue for the
recycled clothing industry in the United States. An
environment of free trade, with the benefits fromthe
African Gowh and Opportunity Act, States that

Southern Africa should be able to open up their

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

153

borders to trade and recycled clothing resulting in
benefits to the States thensel ves and their citizens.

M. Warshaw and | w |l be happy to answer
any questions that you may have at this tinme. Thank
you.

CHAI RPERSON SURO- BREDI E: Thank you very
much, M. Brill. The first question is from the
Departnent of Labor.

M5. WH TE: Maybe | wasn't quite sure |
heard you ri ght about your industry creates thousands
of jobs in this country, and it could create jobs in
Africa. What kinds of jobs would be involved or are
i nvol ved here and woul d be invol ved there?

MR. WARSHAW Wl |, for exanple, there are
processing plants in the United States where the goods
are sorted and packed, and i nspected, and graded, and
bal ed, and those are the jobs that we are talking
about .

And not to nention jobs for the general
export sector, and there is handling, and there is
shi ppi ng.

MS. VWH TE: And then there would be

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

154

simlar kinds of jobs in Africa?

MR. WARSHAW Ch, absolutely. Thereisis
a whole distribution process in countries where this
I's ongoing in Africa, and a nunber of countries, and
Tuni sia and Uganda cone to mnd in particular, where
there are enornous nunbers of jobs that have been
creat ed.

M5. WHI TE: And so opening up -- you said
that we woul dn't need to necessarily go to duty free,
but that they could still handle -- you could export
alot even with a reduction, or a high tariff, but --

MR. WARSHAW Right. And | say including
what ever additional taxes at entry that m ght cone up,
such as value added taxes or a general sales tax,
what ever schene the country has, we could tolerate 30
or 40 percent taxes on those goods.

And it would stinulate the inport of a
val ue added product to those countries.

M5. WHI TE: Okay. Thank you.

CHAI RPERSON  SURO- BREDI E: The next
guestion is by the Departnent of Comerce.

V5. ROBI NSON- MORGAN: Do you have any dat a
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that shows that inported recycled clothing does not
conpete with donestic textile manufacturing in SACU
countries?

MR,  WARSHAW Does not ? W coul dn't
possi bly give any data, because it has been banned.
You know, the clothing that you tend to see is
cl ot hing that has been snuggl ed t hrough, and you tend
to see that either in small flea markets, and nostly
in flea markets throughout Johannesburg.

And you can find themout in the streets
i n downt own Johannesburg. You can see it in Lesotho.
But we can't conply with that, because technically
there is no data to be conpil ed.

MR BRILL: | would like to add those that
t here was about 1995 a Swi sse study done that talked
about other African countries that do inport used
clothing, and saying that it does not conpete wth
donesti c apparel business.

It really has no effect and it is apples
and oranges, and | have a copy of that in the summary
of the report if you would like to see it.

MR. WARSHAW | would say the answer to
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your question is nore of a common sense answer. Most
people, if they could afford it, would rather buy new
clothing, and | think that is just a normal fact of
life.

The point is that they can't, and | think
that anybody who has done any economc studies in
I nternational trade would realize that the market for
the new goods that would be produced in Southern
Africa woul d be in devel oped countries, because they
can get the nost revenue fromthose goods.

Whereas, on the other hand, when the
i ncreased quantities of clothing are brought intothis
country, and are eventually over a two year span
di sposed of, would sonmehow environnentally like to
keep them out of our waste streans, and process them
so that they could be consuned i n sone ot her form and
this is a way that we are doing it.

CHAI RPERSON SURC- BREDI E:  Coul d you subm t
a copy of the Swisse study to the panel ?

MR BRI LL: Yes, sure.

CHAI RPERSON SURO- BREDI E: If you could

send it electronically if you couldto doria Blue, at

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

157

gbl ue@istr.gov, and then she can distribute it to the
panel .

MR, BRILL: Sure, | would be happy to.

CHAI RPERSON  SURO- BREDI E: The next
guestion is by the International Trade Comm ssion.

M5. BONARRI VA: | was wondering if you had
made any estimates of |ost sales due to the ban on
recycled clothing in the SACU countries?

MR. WARSHAW W had not, but we could
poll our nmenbers and get you a figure if you wanted
one. That would be fairly easy to do. Just by taking
a |look at nearby countries wth simlar-sized
popul ati ons, and sim | ar econom es, and com ng up with
an estimate, yes, we could do that.

CHAlI RPERSON  SURO BREDI E: The | ast
guestion by the Environmental Protection Agency.

MR. KARHNAK: Good afternoon. One of the
concerns that we sonetinmes hear is that there are
health precautions or health concerns about having
used cl ot hi ng brought into a country, and can you tell
us about what some of the steps are taken to nake sure

that the clothes are sanitized and free of health
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concerns?

MR,  WARSHAW For many countries where
that has been a concern, we generally provide a
verification of fum gation of the clothing.

MR. KARHNAK: Are they al so washed, or are
they just fum gated? What are the steps?

MR. WARSHAW Very often they are washed,
and not all are washed, but at the very mninmumthey
are fum gat ed.

MR. BRILL: To process the clothing, the
clothing is inspected during the process, because each
piece has to be inspected. If it is soiled, or
damaged, it automatically gets renoved fromthe |ine.

MR. KARHNAK: Thank you.

CHAlI RPERSON SURO- BREDI E: An additional
guestion by the USTR

M5. HAMLTON: M. Brill, the last tinme we
met, we talked about some of the nyths that are
associated with used clothing, and | thought you said
that your organization was going to work to dispel
some of those myths in Africa. Have you started doi ng

that, and can you tell us the outcome of sone of your
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outreach efforts?

MR BRILL: Well, recently in Caneroon,
there was a nove to ban clothing there, and we worked
t hrough t he Departnent of Commerce and t he good fol ks
there, and convincing themthat clothing is clean, and
it 1s sanitary.

We have got letters in our files, two
letters in our files fromthe CDC stating that you
cannot get AIDS from used clothing. So in the
Canmeroon market, for exanple, they ended up just
banni ng certainitens, and everything el se was al | owed
in.

It is kind of hard to disprove sone of
t hese things when you tal k about, for exanple, that
used cl othing conpetes with newclothing. | nmean, in
your mnds, and as Eric said, that nost people would
prefer to buy new clothing, but they often can't
afford it.

So at | east they have a quality itemthat
t hey can afford.

CHAI RPERSON SURO- BREDI E:  Thank you very

nmuch. Qur next witness is M. WII Stephens, Vice
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Pr esi dent of | nt ernati onal Gover nnent Affairs,
Corporate Staff, on behalf of the U S -South Africa
Busi ness Counci | .

MR STEPHENS: Good afternoon.

CHAlI RPERSON SURO- BREDI E:  Good af t er noon.
The floor is yours.

MR. STEPHENS: Wth ne is Emly Bennett-
Sol onon, managi ng director, U. S.-South Afri ca Busi ness
Council. Again, | am WII| Stephens, co-chairman of
the U S -South Africa Business Council's Coalition on
U S.-SACU free trade agreenent negotiations, and the
Vi ce President of International Governnent Affairs for
Johnson and Johnson.

| want to thank you for the opportunity to
testify today on the free trade negotiations that are
about to begin between the U S. and the South African
Cust ons Uni on

The U. S. and Sout h Afri ca Busi ness Counci |
was established in 1993 as an advocacy organi zation
for U S. conpani es that engage i n trade and i nvest nent
with South Africa.

W have consequent|y been deeply invol ved
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in the evolution of conmmercial relations since the
lifting of U.S. sanctions in South Africa since 1993,
i ncluding coordinating private sector input to the
U S -South Africa Binational Comm ssion, and its
successor, the U S.-South Africa Cooperation Forum

W appl aud t he USTR deci sion to negoti ate
a free trade agreenent with the Southern African
Cust ons Uni on, including Nam bia, Botswana. Lesotho,
Swazi | and, and South Afri ca.

The U.S. -South Africa Business Council
strongly endorses these negotiations. A free trade
agreenent is the logical next step in devel oping
deepening or bilateral conmercial relations.

It constitutes a strong sequel to the
African Gowmh and Qpportunity Act, of which the
Sout hern African regi on has been a maj or beneficiary,
and the U S -South Africa Trade and Investnent
Framewor k Agreenent, TIFA, in 1999.

At the tine of the TIFA signing the U S. -
South Africa Business Council advocated free trade
negotiations as long as the Bilateral |nvestnent

Treaty, which US. investors see as critically
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i nportant.

The U. S. - Sout h Afri can Busi ness Council is
sponsored by the National Foreign Trade Council, and
for alnost 9 years the National Foreign Trade Counci l
has worked to pronpte an open rules based world
tradi ng system

Qur mssion is to assure that our nenber
conpanies have the opportunity to pursue active
conmmer ci al engagenent t hat creates econom ¢
opportunity both at hone and in foreign narkets that
they enter.

W believe that these negotiations are
important for four reasons. First, to restore
conpetitive advantage | ost by the South Africa EU FTA,
and inportantly the U S.-SACU FTAw Il help level the
playing field for US. countries in South African
markets, vis a vis European conpetitors which have
been benefiting fromthe South Africa-European Union
free trade agreenent since its inception in the year
2000.

U S. suppliers took a heavy blow as a

result of South Africa-EU FTA, as many South African
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gover nnent procurenments subsequently went to European
suppliers. Second, the Doha agenda of WO
negoti ati ons has denonstrated the inportance of
constructive engagenent with devel opi ng countries in
crafting consensus over trade | i beralization neasures.

The U. S. - SACU FDA negoti ati ons wi | | expand
US ties with an inportant devel oping country that
supports trade liberalization and econom c reform at
home as key ingredients of devel opnent.

This, in-turn, will denonstrate to other
devel oping countries the strategic inportance and
benefits of nmoving forward with the new WIO round of
trade tal ks.

The South African Governnent is a
progressi ve devel opi ng country voice i n support of the
successful conclusion of the Doha agenda of the WO
mul ti-national trade relations.

South Africa has been and we hope wll
remai n an i nportant devel oping country rol e nodel of
the benefits of opening up its econony in rul es based
in a transparent manner.

The proposed free trade agreenent would
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support South Africa's conmtnent to transparency,
openness, and the rule of law, and would include
i ncreased protection for intellectual property.

We al so support specific provisions to
encourage the developnent of e-comrerce. Si nce
assunmng office in 1994, the Governnent of South
Africa has pursued sound nacroeconom ¢ and nonetary
pol i ci es.

Above all, it has opened its econony,
previ ously one of the nobst protected in the world, to
foreign conpetition. It has sought foreign direct
i nvestment which it correctly sees as necessary to
stinmulate economic gromh and job creation.

These pol i ci es have not been wi t hout their
costs or their controversy, but the South African
Governnment has persisted in these policies. A
successful negotiation of an FTAwith the U S. woul d
be an inportant practical step by anong other things
| ocking in the AGOA benefits after it expires in 2008,
and highly significant in denonstrating the ability of
the US. and these regional partners to take a

dramatic step together.
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It is inmportant that this is a regiona
mul ti-lateral negotiation. The Southern African
region is bound together by a nunber of econom c and
political agreenents. Regional econom c integration
has been gradual since South Africa's econony dwarfs
those of its nei ghbors.

South Africa's population is 43 mllion,
and Swaziland's population, for exanple, is 1.1
mllion. These econom es conpete in many product
areas and are not naturally conplinentary.

A free trade agreenent wit the U S. hol ds
out the prospects of stinmulating greater regional
i ntegration and t hereby enhanced efficiencies inthese
econom es.

South Africa' s econony is the largest in
the African continent, and the political and economc
success of South Africa and its denocratic gover nnent
are wdely regarded as key to the success of the
conti nent.

Many U.S. conpani es that have located in
South Africa have done so with a view of expanding

their operations into the continent, and they are
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currently doing so. It is manifestly in the foreign
policy interests of the United States to pronote a
vi brant and growi ng econony in Southern Africa.

There i s bipartisan consensus in the U S
that this is best achieved through trade and
investnment, and through private sector economc
activity. There are, however, a |limted nunber of
instrunents available in the US. governnent to
stinul at e devel opi ng econom es.

Free trade agreenents are one powerful
such instrument, signaling to investors and exporters
a sound framework has been established within which
t hey can expand private econom c activity.

To support the negotiations the U. S. -South
Af rica Busi ness Council has established the U. S.-SACU
FTA Coalition, which will serve as a vehicle to
provi de business input to USTR negotiators as the
process unfol ds.

This coalition, which I chair with Mke
Evans, Vice President of Maurice Pincoffs Conpany,
consi sts of conmpanies fromall the major sectors of

the United States econony that trade with and invest
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in SACU countries, as well as State Trade Devel opnent
O fices.

W will be providing witten and oral
comments on the U S. industry needs and concerns for
this agreenent on an ongoing basis. W w Il address
any questions.

CHAlI RPERSON SURO BREDI E:  Thank you, M.
St ephens. The first question will be posed by the
Depart ment of Treasury.

M5. SAN M GUEL: Good afternoon. I
actual ly have a two-part question. The first is | am
wondering if you could just give nme a sense of what
type of | osses. You nentioned restoring conpetitive
advant age, and so | am wondering what type of | osses
U. S. conpani es have faced as a result of the EU South
African agreenent.

And then the second part of ny questionis
just that in light of that agreenent, what approach or
what nodifications to our approach would you think
would be nost effective if we proceed with these
negoti ati ons?

MS. BENNETT- SCLOMON: The | osses of the
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U S. businesses. precipitated by the U S -EU free
trade agreenent, actually came even before that
agreenent cane into effect in January of 2000.

It was al nost a psychol ogical inpact, in
that the South African Governnent procurenents and
sone nmmjor private sector procurenents, but |argely
South African Governnment procurenents, all started
goi ng Eur opean.

And U. S. conpanies right and left, major
conpanies, with very high nanme recognition for their
products and their conpanies, were no |onger w nning
contracts.

And at the tine Mnister Irwin nade a very
publ i ¢ announcenent and said that this is a strategic
turn toward Europe and it is intentional. Essentially
signaling to the South African busi ness conmunity that
Europe was going to be it, and the United States
definitely was sort of downgraded in terns of its
busi ness as a supplier.

MR. STEPHENS: | think that we would
recommend that we solicit input from the SACU

countries in ternms of what motivated them to do
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business with the Europeans, and to integrate them
into the discussion relative to the United States.

M5. BENNETT- SOLOMON:  Now, there are sone
conpani es specifically who are going to be inpacted
with respect tothe tariffs when South Africa' s tariff
reductions start to take effect.

But we also have conpanies that are
benefitting fromthe tariff reductions. But | think
that they have probably already stated their case to
you. Oh, the second part of the question.

And at least as | understand it, and you
can correct ne if | am wong, but | would not
recommend changi ng your approach. | rmean, the
approach, vis a vis how Europe approached it, or vis
a vis how we are approaching other free trade
agreenent s?

M5. SAN M GUEL: Both.

M5. BENNETT-SOLOMON: | think one of the
nost i nportant things that USTR can do as this process
unfolds is what USTR is planning to do, and that is
t he technical assistance proposal as | understand it

| think will be invaluable to this process and very,
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very hel pful

And that is just based on ny own
experience in negotiating with the South Africans.
And that there were at times -- | nean, this was a
country that had just been brought back on the world's
stage, and | don't think even in touch with the WO
obligations at the tine.

So there was sone catch up that had to
take place, but there was also sone semantics. I
mean, we ran into semantic issues. But | think that
| would definitely -- and not to say a sl ow approach,
but I woul d say an extrenely nethodi cal approach, and
one that -- and allowing the fact of countries to
advi se you on how it should be nodified if they fee
that is necessary.

CHAI RPERSON SURO- BREDI E:  Yes, Depart nent
of Labor.

M5, VWH TE: I have sort of a followup
guestion to the ones that we were asked. Wat Kkinds
of conpanies, and industries, and products, are
i nvol ved in your organization?

What ki nds of trades do you have that are
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in jeopardy or would you like to pronote; and also in
terms of -- and | noticed that you nentioned
gover nnment procurenent, and that you had | ost, or that
this was a significant part of your concerns, was the
procurenent by the South African Governnent.

| don't know that nuch about our trade
with South Africa or an of those countries, and is the
governnment the major source, or a major source of
sal es of nost U. S. products?

And in that case isn't a governnent
procurenent elenment of the agreenent sonething that
m ght be significantly nmore i nportant to you t han j ust
| owering tariffs?

M5. BENNETT- SOLOVON: The U.S.-South
Africa Business Council is a menbership organization
of U S. conpanies that invest in trade with South
Africa, as well as conpanies that are exploring
I nvestnment and trade relations with South Africa.

We represent the bulk of U S investnent
in South Africa currently. A nunber of our nmenbers do
do business in the region, and all of our managing

directors that are based in South Africa have a
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mandate to expand their business operations into the
rest of Africa, and | mean sub-Saharan entirely.

M5. WHITE: Well, |ike the drug conpani es
and pharmaseutical s?

MS. BENNETT- SCLOVON:  Yes.

M5, VWH TE: Are there other types of
conpani es?

MS. BENNETT- SOLOMON:  Yes. Essentially we
have conpanies that represent every sector, and |
think with the exception of agriculture, are nenbers
of the business council

And as | was using that as an exanple
because often times | think people think, well, how
does a free trade agreenent inpact your business
situati on.

And | think that people inmmediately junp to the tariff
reduction issue, and that's why | want to say that
t here was a prof ound i npact on governnent procurenent.

Now, 10 years ago before the South African
Government started privatizing, you have to under st and
that the South African CGovernnent represented 67

percent of that econony.
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The South African Governnment procurenent
is avery big -- and obviously not the only aspect of
our business interests in the country, but it is a
| arge part of it.

And you do have a nunber of U.S. conpani es
whose very presence in that market depends upon
governnment procurenent. Conpani es have different
strategies that they foll ow and there are a nunber of
them who follow the strategy of let's get into the
country, and get t he government procurenent contracts,
and fromthere expand into the | ocal econony.

Not all of themdo that, but sonme of them
do, and | wuld say the information technology
conpani es do that.

MR.  STEPHENS: And certainly from a
pharmaceutical standpoint, | would be remss if |
didn't nention intellectual property protectionis an
I ssue that we woul d see as fundanental as part of the
di scussi ons; and data protection linkage to
regi stration, et cetera.

And certainly there are others that woul d

come to mind as part of the discussions as they do in
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ot her parts of the world.

CHAI RPERSON  SURO- BREDI E: We have
addi tional questions fromthe USTR

MR. MOORE: Thank you very nuch for your
testinmony. You nentioned the inportance of this FTA
and the possibility to pronpbte the further integration
of these countries, and certainly that is sonething
that we are | ooking at as an aspect of this.

| just wonder if you have sone specific
i deas. You nentioned the lack of nat ur al
conplinmentarily here with some of these countries.
Are there specific things that we can be | ooki ng at as
part of this trade agreenent to pronote sone of the
regi onal integration.

And are there things that we can be doi ng
specifically in that regard that are al so not going to
create additional burdens in thensel ves?

MR. STEPHENS: | think the Apartheid era
is the primary reason that there is a lack of
integration in the region, and | amnot sure that we
can or would want to intentionally graft regional

integration via the free trade agreenent.
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The risks in attenpting to do so woul d be
to create distortion in an unexpected place. Froma
busi ness perspective, the best way to pronote regi onal
integration is to bring down all the barriers and to
har noni ze t he cross- border busi ness envi ronnent beyond
t he comon occurrence.

MS.  BENNETT- SOLOVON: Chris, it is an
I nteresting question. W can poll our nanaging
directors in South Africa about that as well, and see
whet her t hey have any specific thoughts, which wll be

i ndustry specific.

MR. MOORE: | just wonder if there may be
areas -- you tal ked about the harnoni zati on of sone of
t hese policies. There may be areas where these

countries are pursuing sone of those things already,
and perhaps this may provide sone inpetus for those
pl ans.

Just to hit on a second point, you
nmenti oned the possible benefits for some of our WO
work and bring sone of these countries into our work
and gl obal liberalization.

And | just wonder if you had sone specific

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

176

vi ews on how we m ght inprove our efforts to work with
sonme of these countries in the WIOto bring additional
African countries on board in our WO work, and
commtnments for reform and how this mght be of
benefit to them

MR, STEPHENS:. | think the key is to be
able to show countries the why and how on how greater
reformcan be in their best interests. In order to do
this, | think we need to truly understand the
situation there.

Due diligence, comuni cation, and asking
for input, and sensitivity to their issues is
certainly key to maki ng that happen. And the |ack of
doi ng that has caused negotiations in the past to run
afoul. So that is just a common approach to kind of
getting input fromthe various countries.

CHAI RPERSON  SURO- BREDI E: Addi ti onal
questions? |If not, thank you very nuch. Qur next
witness is M. Jacques Wil ker, President and CEO of
the Southall Walker International on behalf of
Constituency for Africa.

MR. WALKER: Good afternoon. On behal f of
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the Constituency for Africa, its Chairman of the
Board, the Honorable Ronald Del |l uns, former Menber of
the U S House of Representatives, and its Vice
Chai rman, the Honorabl e Jack Kenp, founder of Enpower
America, and former Secretary of Housing and Urban
Devel opnent; and CFA' s founder, and President, and
CEQ M. Mlvin Foote, | am pleased to submt this
statement in support of the proposed free trade
agreenent negotiations between the United States of
Anerica and the Southern African Custons Union.

Agai n, ny nane i s Jacques Wal ker, and | am
here in ny capacity representing the Constituency for
Africa as Director of their Africa Trade and
| nvest nent Policy Program

As a U. S. non-governnental organization,
the Constituency for Africa, or CFA fully supports
the Ofice of the U S Trade Representative in its
efforts to inplenent in substance and in spirit the
policies and procedures as identified in the African
Growt h and Qpportunity Act, and in these proposed free
trade agreenent negotiati ons with the Sout hern African

Cust ons Uni on.
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On behal f of the CFA, | would also like to
acknow edge the tireless and selfless efforts of the
outgoing U S. Trade Representative for Africa, M.
Rosa Wi ttacker.

I n our opinion, without the efforts of Ms.
Wi ttacker and the bipartisan | eadership provided by
U.S. Representatives Phil Crane, WIIl Jefferson, Bil
McDernott, and Charlie Rangel, Senator Phil G amm and
others, including Charles WIlliams, Mke WIIians,
former Chief of Staff for Congressman McDernott, there
woul d be no AGOA.

W appl aud their efforts and hope that the
record continues to accurately reflect the individuals
and organi zations that work for the passage of AGOA
Wth these coments, CFA intends to clearly
acknow edge our support for USTR, and for the proposed
negoti ati ons with the Sout hern African Custons Uni on,
provide input as to the issues we feel nust be a
mat eri al conponent of these negotiations, and offer
recommendati ons to acconplish such

Si nce 1997, CFA, a Washington, D.C. based

education and advocacy organi zation
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, has been in the forefront anong U. S
NGOs to build political support for the passage of
AGOA.

AS part of its advocacy canpaign, CFA
organi zed nore than 15 townhal |l neetings in cities and
towns across the country, including in Menphis,
Tennessee, Denver, Little Rock, and Los Angeles, to
publicize and build support for the AGOA | egi sl ati on.

By taking the discussion about AGOA
out si de of Washi ngton, D.C., CFA hel ped to provide the
necessary i nformation to a broad donesti c constituency
and encouraged African supporters across the United
States to effectively ©pressure their elected
representatives, both Denobcrats and Republicans, to
support AGOA.

The CFAtownhal | neetings featured African
di pl omates, Menbers of the U S. Congress, private
sector | eaders, and officials of U S. Governnent Trade
Agenci es, including the USTR, Comrerce Departnment,
OPEC, Exi m Bank, and TDA.

The CFA was especially instrunental in

nmobi lizing the African diplomatic corps to play a
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| eadership role in the passage of AGOA by ensuring
that the African Anbassadors were featured at all the
key neetings and events to buttress support for the
| egi sl ati on.

Foll ow ng the passage of AGOA, the CFA
continues to play an active role in pronoting trade
with Africa. In early 2002, the CFA, with funding
support fromUSAID, |aunched a newinitiative to |ink
US. small and nediumskill enterprises with SMEs and
opportunities throughout the sub-Saharan Africa.

A key elenment of this initiative is to
train and help build the capacity of the African
Enbassies generally and the African conmercia
counsel ors specifically, to assist in the devel opnent
of an infrastructure to provide ongoing support to
US and African SMEs and wonen-owed business
enterprises

CFA's President, M. Mlvin Foote, is
al ways wor ki ng. M. Foote said AGOA, and | quote,
AGOA has already been instrunental in establishing a
newrelationship, anewU S. relationshipwth Africa.

Wiile it isstill very early, it isincreasingly clear
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that the U S. Governnment and the American business
community are now |looking at Africa nore as a
political and economc partner than as a place of
despair and hopel essness.

A real key to the success of AGOA will be
to ensure that African-Anericans and the small
busi ness community are fully included and integrated
into this new partnership.

As the United States prepares for free
trade agreenent negotiations with the five countries
of SACU, Bot swana, Lesotho, Nam bia, South Africa, and
Swazi | and, the CFA urges the full consideration of the
fol | ow ng.

One, smal | business participation. Inthe
U.S., small business is indeed the engine for grow h.
Approxi mately 97 percent of U. S. conpani es t hat export
are smal | busi nesses.

In the U S. between 1987 and 1997, the
nunber of U. S. small businesses that exported tripled
from 65,900 to 202, 185. Smal | busi ness grow h has
created nearly all of the over 20 mllion newjobs in

the United States since 1992.
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By supporting small business devel opnent
donestically, jobs have been created and the quality
of life has been inproved for mllions of Anerican
famlies.

The nodel in the United States, as
i npl emented by the U.S. Snmal | Busi ness Adm ni strati on,
by the U S. Departnent of Commerce, by the Mnority
Busi ness Devel opnent Agency, has been proven to work.

Wile there are still areas for
i nprovenent, there does exi st a viable nodel that can
be nodified and utilized in sub-Saharan Africa. To
that end, any negotiations between the United States
and SACU nmust address a pragmatic strategy to better
include U.S. and African mcro, small, nediumscale,
and worren- owned busi ness enterprises.

These entrepreneurs and conpani es require
a variety of services, including trade capacity
devel opnment, access to market information, and access
to debt and equity financing, and direct business to
busi ness | i nkages.

There are a nunber of private sector

organi zations and NGOs, including CFA, that have a
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denonstrated capacity to assist U S. and African SMVEs
in this process.

The governnents of the United States and
the countries of SACU nust critically assess these
efforts and al |l ocate sufficient funding resources to
ensure that these types of prograns remain viable.

Point 2, trade capacity building. As
ment i oned above, the CFA believes it to be of critical
| nportance that sufficient resources be earmarked for
trade capacity devel opnent as it pertains to U S. and
African SMEs and wonen- owned busi ness enterprises.

To be effective and approach | everage as
a partnership between the public and private sectors
must be devel oped and inplenmented. The U S. is in a
uni que position given the experience and expertise of
its NGOs, Small Business Adm nistration, Conmmerce
Departnent, and M nority Devel opnent Busi ness Agency,
to assist the countries of SACU  develop an
infrastructure to support the devel opnent of African
SMEs and wonen- owned busi ness enterprises.

These U.S. governnent organizations and

NGCs nust be given a cl ear mandate and t he appropri ate
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resources to act in the capacity described. In
closing, the CFA is a US. NG active in the
i npl ementation of AGOA, and in providing support
services to U S and African SMEsS and wonen-owned
busi ness enterprises, supports the USTR in its
proposed free trade agreenent negoti ati ons with SACU.

These free trade agreenents as called for
in AGOA represent the next step in the full
i npl emrentation of AGOA, and require the support and
cooperation of the U S. private sector and civil
soci ety.

While AGOA is not perfect legislation, it
does represent a neani ngful devel opnent in the history
of U S -Africa relations. AGOA for the first time
established a formal U S. trade policy with the
nations of Africa, and created vehicles for policy
di al ogue and for free trade agreenents, such as this
proposed agreenent contenpl ated between the U S. and
SACU.

As we enter this new and exciting chapter
in US. relations with Africa, we must continue to

strive for a relationship that 1is rooted in

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

185

partnership and not in exploitation.

Thi s must be a bal anced rel ati onshi p that
effectively establishes protocol for trade and
i nvest nent while also dealing wth econonmc
devel opnent, and poverty i ssues of critical inportance
t hroughout Africa, such as H V/ Al DS, tubercul osis, and
mal ari a.

The CFA is commtted to working with the
USTR in the inplenmentation of AGOA and in support of
a free trade agreenent with SACU. On behalf of the
CFA, | thank the USTR for the opportunity to submt
these comments, and | wel cone any questions. Thank
you.

CHAI RPERSON SURO- BREDI E: Thank you, M.
val ker . The first question wll be asked by the
Depart nent of State.

M5. HYLAND: You advocate in providing
support services and trade capacity building for U S
and SACU s SMEs. How could this support be part of
the U S. -SACU FTA negotiations? Do you see that
fitting in that in sone way?

MR. WALKER: | amnot sure howit directly

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

186

fits in, but 1 think again as the agreenment, the
overall agreenment is being negotiated -- and | know
that trade capacity developnent seens to be of
critical inportance to Anbassador Zoellick, and we
hear himtal k about that in a nunber of ways.

How specifically it is to be incorporated,
we are not sure, but in terns of the inplenentation,
we feel that as these markets are opened up, we have
to find a way to include the small businesses so that
they can participate in these new opportunities.

So I don't have any specific
recommendati ons there, but | can certainly naybe come
back to you with a list of reconmendations in that
regard.

M5. HYLAND: Has the CFA been invol ved --
and, oh, | think I know that they have -- in sone
trade capacity building and through AGOA that you
think would be relevant to what we are doing here in
SACU?

MR. WALKER: Well, the CFA has, as other
NGCs. | knowthat the Corporate Council on Africa has

been involved and | think they are doi ng sonme things
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in East Africa that could possibly be a nodel.

But CFA specifically has, and there are
other NGO that have been involved specifically
working wth U. S. small businesses, as well as African
smal | businesses. So, there are, and | coul d provide
you with a list to the best of our understandi ng of

sonme of the NGOs and what they are doing if that woul d

be hel pful.

M5. HYLAND: | think that would be
hel pful , yes.

CHAlI RPERSON SURO-BREDI E:  If you do, and
you are able to do that, if you could send it to

G oria Blue, gblue@str. gov.

MR. WALKER:  Ckay.

CHAI RPERSON  SURO- BREDI E: She will
distribute it to the panel nenbers.

MR. WALKER:  Ckay.

CHAI RPERSON  SURO- BREDI E: The next
guestion is by the USTR

M5. HAM LTON: Based on all of the
experience that the CFA has in working with small and

medi um si zed busi nesses, can you just give nme a short
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summary of what you think their concerns are regardi ng
the FTA, and how you think we can address sone of
those issues within the context of the negotiations?
MR WALKER Ckay. well, from our
experience, and let ne just start answering that
sonewhat broadly, and then narrow in. From our
experience the concerns that both the U.S. and African
smal | busi nesses have had, or are having, are nmany.
There i s obviously howto establish direct
busi ness to busi ness connectivity. Thereis access to
mar ket opportunities. Sone have a product or service
with identify the market or qualifying the market, or
qualifying or identifying rather a potential partner,
or old challenges, particularly for the African
conpanies, with the U S. being such a | arge market.
And so there is market information,
reliable market information, and there is access to
capital. There again are the direct business to
busi ness |i nkages. Those are sone of the general
concerns that we are hearing fromour snall busi nesses
here, as well as fromthe small businesses that we are

working with in Africa.
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In terns of how that can be incorporated
into the negotiations, and | think that gets back to
the earlier question, and | am not sure exactly how
best it can be.

But when we talk about capacity
devel opnent, and | know that again there are a nunber
of NGOs, both U S. and African, that are addressing
the trade capacity issue, as well as there are a
nunber of NGOs that are | ooking at facilitating direct
busi ness to busi ness |inkages.

So maybe it is looking at how a
partnership, an effective partnership, could be
devel oped with the governments participating in the
negotiations and civil society, to see how civil
society can play that inplenenting role.

So | don't know if that is specific
enough, but | think that there has to be that type of
part nershi p because there are NGOs that can really do
that. And | think with the expertise that the Small
Busi ness Admi nistration has, that the Mnority
Busi ness Devel opnent Agency has, that the Comrerce

Department has, that can be | everaged and the NGOs
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can hel p inplement those types of services to ensure
that smal |l busi nesses and wonmen- owned busi nesses, are
represented in this process.

M5. HAM LTON: Thank you.

CHAlI RPERSON SURO- BREDI E:  Any addi ti onal
guestions fromthe USTR?

MR, MOORE: Just listening to sone of the
chal l enges that you nentioned for small and nedium
sized enterprises in international trade, the access
i nformati on and access to market information, and
access to connections wth sonme partners, and
potential custoners overseas, | just wonder how or
whet her we may have an opportunity to address sone of
these i ssues in the agreenent itself, in ternms of sone
of the transparency things that we may |ook at in
terms of sonme of the things that we may | ook at on
el ectroni c commerce.

And are these areas where we nay be able
to kind of build in some things that would hel p snal
busi nesses?

MR WALKER: | think there are, and |

think even as you look at AGOA itself, and with the
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passage of AGOA and then sone of the things that USTR
has been doing since in partnership with the Commerce
Department, and the Commercial Law Devel opnent
Program and with these AGOA foruns that are being
hel d t hroughout sub- Saharan Afri ca.

And | think that is a -- | nmean, there is
a nodel if you will, but if you |Iook at sone of the
things, and | participated in four of those foruns in
Africa last year or this year.

And as the actual inplenentation, and you
have the AGOA legislation, but if you don't have
conpanies that can get products and services to
mar ket, then what good really is it.

So | think that |ooking down the Iine,
once you have the open nmarket, certainly the |arger
conpani es are going to benefit, and they will benefit
whet her there is the free trade agreenent or not.

But | ooki ng at sone of the chall enges t hat
conpanies are facing with AGOA now, | think that we
can anticipate sone of the obstacles that the smal
and nedium scaled conpanies in the SACU area wil

face, and maybe look at that as we think about
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i npl enent ati on.

But again how directly that should be or
I nvolved in the actual negotiations, | am not sure,
but as we |ook beyond the actual negotiations and
I npl enment ati on, we have to consider that inpact.

CHAI RPERSON SURO- BREDI E:  One addi ti onal
guestion?

M5. ROBI NSON- MORGAN: Yes, | have a
foll owon question. Knowi ng that thereis actually in
nost cases a | arge di screpancy between Anerican SMES
and African SMEs, nmeaning that the Anerican snmall and
medi um si zed enterprises tend to be actually much
| arger than the African ones, | amjust wondering is
that a conponent that you think should be addressed
within the trade capacity building aspect that you
previ ously nentioned?

MR. WALKER. W have had sone chal | enges
actually identifying and qualifying, or actually
defining rather what a small business is. | mean,
certainly here a snall business is considered a
conpany with fewer than 500 enpl oyees.

And where throughout sub-Saharan African
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unfortunately that same definition does not apply. So
maybe there is a need to take a | ook at how we are
categorizing these conpanies, because they have
di fferent needs.

Even here, you know, the mcro enterprise
versus the small business -- | nean, they have
different needs that are distinct. So perhaps there
may be sonething that could be |ooked at to really
defi ne and categorize these conpani es and then better
target the type of services that the would require.

M5. ROBI NSON- MORGAN: Thank you.

CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Wal ker.

MR. WALKER:  Thank you.

CHAI RPERSON SURO- BREDI E:  Cur | ast wi t ness
is Mara Burr, for the Humane Society of the United
St at es.

M5. BURR  CGood afternoon.

CHAlI RPERSON SURO BREDI E:  Good aft ernoon

M5. BURR | guess being first or |ast has
its chal l enges anyway.

CHAI RPERSON SURO- BREDI E: You may begin
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when you are ready.

M5. BURR  Thank you. My name is Mara
Burr, and | amthe Special Counsel for International
Trade Policy for The Humane Society of the United
St at es. And | am thankful for the opportunity to
speak to you today.

The five <countries included in the
proposed free trade agreenment negotiations --
Bot swana, Lesot ho, Nam bia, South Africa, and
Swaziland -- are at different stages of econom c and
political devel opnent. Each of the countries are
menbers os the Wrld Trade Oganization, and are
benefici ari es under the Afri can G owm h and Qpportunity
Act .

At a mnimum these countries have
denonstrated a willingness to enbrace free trade, and
econom ¢ devel opnent based on free market principles.
The United States nust evaluate the extent to which
i ncreased trade and investnment between it and the
countries of Southern Africa will be beneficial.

Different sectors of the U.S. econony will

be i npacted in different ways, and to vari ous degrees,
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dependi ng on the extent of the domestic producers are
engaged in international conpetition with products
fromthese countries.

The United States nust take into account
the extent to which a free trade agreenent wll
benefit the countries of Southern Africa, and the
potential dangers that an FTA m ght present.

A free trade agreenent shoul d assist the
countries of Southern Africa in their devel opnent,
both economcally and politically, while at the sane
time respecting the sovereign right of these countries
to set their own priorities for devel opnent.

In keeping with this principle, it is
i nportant to respect the sovereign right of nations to
protect their markets from goods and services that
they deemto be a danger to their human, aninmal, and
plant health, or are determned to be abhorrent to
their popul ati on.

And in that regard | amtal ki ng about bans
like the United States has i nposed on the inportation
of dog and cat fur. Free trade and economc

devel opnment shoul d be supportive of donestic | aws and
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regul ations intended to protect endangered species,
the environnent, and to pronote animal welfare.

For exanple, Botswana and Swazil and ban
the use of steel jaw leg hold traps. The proposed
free trade agreement with the United States shoul d
respect the ban inposed on leg hold traps by these
countries, and ensure that the ban wll not be
attacked under the agreenent.

The proposed free trade agreenment wth
South Africa must pronote sustainabl e devel opnent in
t hese countries, sustai nabl e devel opnent which i s does
not endanger the natural environment, conpromni se
heal th and wel fare of humans, or threaten the habit at
of native speci es.

Preserving and protecting the natural
resources and t he envi ronnent are i nportant aspects of
sust ai nabl e devel opnent. The proposed FTA should
enshrine a commtnent fromall parties to effectively
enforce their environnmental | aws.

The proposed FTA should provide a
nmechani sm wher eby environnental |aws of the parties,

and the enforcenent procedures, are reviewed on a
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consultative basis, with the aim of inproving and
strengt heni ng bot h.

The proposed FTA shoul d provide for civil
soci ety partici pation concer ni ng envi r onnent al
protection and enforcenent. There should be a
mechanism in the FTA allowng for civil society
subm ssions on environnmental matters, requesting
reports, or to initiate a dispute for an alleged
failure to effectively enforce donmestic environnent al
| aws, including the failure to conply wth
i nternational obligations.

Protection of endangered species, and
animal protection, and welfare laws, should be
i ncl uded under the broader headi ng of environnental
protection, unless the countries decide that it should
be |isted separately.

The sanme civil society participation
rights should be agreed to for animal protection and
wel fare | aws. The parties proposed FTA should
encourage the use of labeling for all products.
Agriculture is aninportant conponent to the econonies

of the South African Free Trade Agreenent countries.
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" msorry, the Southern African Free Trade Agreenent
countries.

The parties to the SAFTA shoul d al |l ow for
partici pation of protection of sensitive products, and
sectors in the event of market surges or unfair trade
practices.

The econom c future of the SAFTA countries
will depend in |arge neasure on how each is able to
devel op and expand its agricultural sector. Mny of
the SAFTA countries are experiencing severe
envi ronnment al probl enms brought on or exacerbated by
unsust ai nabl e agricultural practices, including over-
exploitation of | and and water resources, degradation
of forest |l|ands, depletion of forest resources,
decertification of air, water, soil, and solid waste
pollution, and limted fresh water resources.

The proposed SAFTA should encourage
sustai nable agricultural developnent and provide
technical assistance so that these countries can
i npl enent better agricultural practices and protect
t he environment.

One particularly horriblepracticethat is
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unsustainable is industrial farmng. Factory farm ng
nmet hods should not be forced upon devel oping and
| east - devel oped countri es.

And t he Uni ted St at es shoul d not encour age
the adoption of these unsustainable agricultural
practices i n devel opi ng and | east - devel oped countri es.
The proposed SAFTA should provide for agricultura
phase in periods to account for each of the country's
| evel of devel opnent and ability to fully inplenent
Its obligations.

Verified organic and animal friendly
products should be accorded special treatnent,
including zero duty and other rmarket access
privileges. Dispute settlenent is an inportant aspect
of all trade agreenents.

The settlenent of disputes in a tinely
manner wth enforceable rules and procedures,
including penalties for non-conpliance, provides
needed security to parties.

It nust be recognized that disputes
ari sing under the provisions of trade agreenents are

not always commercial in nature. The proposed SAFTA
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shoul d all owfor the settlenment of commerci al di sputes
and for disputes concerning environnmental or species
prot ection.

The United States should insist that any
SAFTA di sput e settl enment systemi ncl ude provi sions for
transparency and public participation. In keeping
with its recent proposal to the Wrld Trade
Organi zation, the United States should ensure that its
pr oposed free trade agreenents provi de for
transparency and public participation.

Inclusion of these provisions in the
proposed SAFTAw || hel p to strengthen the position of
the United States at the WO Cvil society
participation and transparency. An open and
transparent systemof allowi ng for the participation
of civil society will see the devel opnent of the SAFTA
countries.

The proposed SAFTA shoul d encourage the
parties to allow for public participation, including
comment periods and hearings conducted by conpetent
aut horities.

The United States should offer technical
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assi stance concerning transparency and civil society
participation, and encourage public and private
part nershi ps to achi eve devel opnment and under st andi ng
in this area.

The proposed SAFTA has the potential to
acconplish nmuch nore than just increased trade and
greater market access for the United States, Botswana,
Lesot ho, Nam bia, South Africa, and Swaziland. The
SAFTA can create an atnosphere where increased trade
does not threaten environnental or animal protection
neasur es.

And t he proposed SAFTA can hel p encour age
greater transparency and i nvol venrent of civil society
in the governnent decision nmaking process of all of
the parties. Al these objectives should be pursued
during the negotiations for the SAFTA. Thank you.

CHAI RPERSON SURO- BREDI E: Thank you for
your testinony. Qur first question wll be by the
USTR.

M5. HAM LTON: I n your testinony, you said
that the parties to the proposed FTA shoul d encour age

| abeling for all products. Can you el aborate on what
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you nean by that?

M5. BURR  Sure. I think recently when
you tal k about | abeling, thereisthisideathat it is
eco-labeling or it mght be protectious in nature.
And that is certainly not what we are advocati ng.
What we are advocating is the use of |abels, first and
forenost, for consuner information.

Consuners have the right to know what t hey
are purchasing, and how it was produced. And | know
that PPMs, the production process nethods, are a hot
topic in the WO, But quite frankly it is becom ng
nore consuner driven and consuner demand.

To the extent that countries, devel oping
countries or |east-developed countries, undertake
environnental friendly, animal friendly, production
nmet hods, and are willing to expand organic sectors,
t hose countries should be rewarded for those efforts,
and shoul d have greater market access, and the use of
| abel s shoul d hel p that.

M5. HAM LTON: Are you talking about
vol untary or mandat or | abel s?

M5. BURR | think that at a start that it
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woul d have to be voluntary as we are proceeding in the
United States, but | believe at sone point there needs
to be a nulti-lateral effort at designing | abels and
what type of information is included in them so that
-- and first and forenost in trade agreenents, it is
not used as a protectionist neasure, but it is used
for consunmer information and then to pronote those
goods that consuners want.

CHAI RPERSON  SURO- BREDI E: The next
question is by the Environnmental Protection Agency.

MR. KARHNAK: Thank you. You said a | ot
and said it very quickly, too, and I think I foll owed
nost of it.

M5. BURR | am sorry about that. I
wanted to hel p out on a Monday afternoon.

MR. KARHNAK: Thank you. We appreciate
that. There are two related questions that | would
like to ask you. You spoke of severe environnental
problens in these countries, and | wonder if you have
any more i nformati on about whet her t hese are probl ens
because of inadequate |aws, or problens because of

i nadequat e enforcenent, or sone other possibility or
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reason.

M5. BURR | think they are both, and we
have done sone research, and | can put themtogether
for you, John, and get that to you.

But | think many tines countries at the
| oner | evel s of devel opnent have tried to increasingly
devel op and find areas where they can help to try and
bring in noney, and pronote exports, and do things
that m ght not be as sustainable as they otherw se
woul d be.

And | think that free trade agreenents
should be -- at least the goal of the free trade
agreenent shoul d not be to encourage exploitation of
peopl e or resources, animals. It should be to allow
countries to develop in a sustainable way, in a
manageabl e way, that is for the long termgood of the
particul ar country, and their environnent, animls,
and peopl e.

MR KARHNAK: And related to that of
course is that one of our trade pronotion authority
objectives is to pronote sustainability or sustainable

devel opnent in our trading partners.
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Do you have any nore specific ideas in
terns of how we m ght be able to work with specific
proj ect areas, for exanple?

M5. BURR Certainly. | think if you sort
of | ook at the range of non-governnental organizations
inthe United States and i n other countries, different
NGCs bring different expertise to the table.

And you need to | ook at the specific five
countries in Southern Africa, and you are also in the
mdst of a Central Anerica free trade agreenment, to
determ ne what types of technical expertise those
countries would find the nost hel pful.

And then try and partner NGOs, private
sector, and the governnents to work on those things.
One thought is that perhaps on custons enforcenent,
and an NGO |i ke the Humane Society, and maybe the
International Fund for Animal Welfare, and other
others, could provide technical assistance on these
enforcements, such as the Convention on International
Trade and Endangered Species of Flora and Fauna.

And how you can recognize endangered

species on the list that are illegal to trade, and
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hel p themwi th their custons enforcenent that way. So
you could do it on a project by project basis.

O oncivil society participation. Howto
work with civil society. | know that sone countries
are very wary of working wth civil society,
especially northern NGOs, or NGOs that think they are
trying to inpose values, or other things upon them

And | think it is inportant to partner
with NGOs to see that many NGOs are trying to do their
| evel best to help countries, and to get their nessage
out, but not to inpose values or priorities uponthem

MR. KARHNAK:  You nentioned | FAW as one
exanpl e of technical assistance. |If you have other
exanples that would be useful for us, if you could
provi de them for us.

M5. BURR Certainly.

MR, KARHNAK: Just a short paragraph or
sonet hi ng.

M5. BURR | would be happy to do so.

MR. KARHNAK: Thank you.

CHAI RPERSON SURO BREDI E:  And againif you

coul d send that to gblue@str.com Al ast question by
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USTR.

M5. HAM LTON: | think you just answered
the question, but | have another question.

M5. BURR  Sure.

M5. HAM LTON: Wich has to do with NGOs
in the region that m ght be working. 1|s there anyone
who is working with you on these types of issues that
m ght be useful for us to pull into our discussions to
talk about some of these environnmental and other
i ssues?

M5. BURR: Absolutely. The environnental
arm of the Hurmane Society is called Earth Voice, and
we actually have an office on the ground in South
Africa, and | believe it is a bit north of
Johannesburg -- it is a relatively small town --
wor ki ng on speci es protection, ClTES enforcenent, and
t hose things.

The I arger NGOs as | had nentioned before
-- and | hate to wuse the wusual suspects, but
G eenpeace, and I nternational Fund for Aninal Wl fare,
VWAF. Many of these groups have operations on the

ground, and so to the extent that there are sone in-
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country NGOs working on these issues, | amnot aware
of them but that's because |I haven't dug real deep
into the issue.

But I woul d be happy to see if | coul d put
sonet hi ng toget her for you.

M5. HAM LTON: I would appreciate it.
Thank you.

CHAI RPERSON SURO- BREDI E: Depart nent of
Labor.

M5. WH TE: You had tal ked about the way
that you could work with NGOs on specific projects,
and things |like that, to pronpote sustainable
devel opnent sort of in the context of an FTA

And your testinony referredto things like
transparency, and public participation. [ am
interested in the kinds of things that you would see
that would be in the agreenment per se that would
pronot e sust ai nabl e devel opnent.

Do you think this would be in the process
of things that you tal ked about, or do you have ot her
i deas of how the agreenent itself, as opposed to the

supporting technical assistance, would achieve your
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obj ectives?

MS. BURR I think at a mninumif the
idea is to support developnent and sustainable
devel opment in these countries, especially in
devel oping i n | eased- devel oped countries, there has to
be a greater nmechanism for «civil society to
participate, for citizens of the country to believe
that they actually have a stake in the outcone of
trade negoti ati ons or ot her I nt ernati onal
negoti ati ons.

And to your topic, rights of workers to
ei ther have neetings, or collective bargaining, and
all the rest, there has to be an interaction between
civil society and the governnent. And while that in
the United States we take that for granted that you
have heari ng and Federal Register notices, and all the
rest to sort of map out for the public, or at |east
those paying attention, what you are doing, that is
not the case in nost devel oping or | east-devel oped
countries.

And so in the agreenent itself, there

should be a paragraph, if that is all that can be
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negoti ated, encouraging countries to engage in
transparent publications of the rul es, the procedures,
that go on, at least wthin the context of the free
trade agreenent, and calls for hearings, and public
participation as the negotiations go forward.

And then in the text of the negotiations
itself, and | think that would do a great deal to help
countries alleviate the fear t hey have  of
participation in civil society, and would also
alleviate the feeling that civil society has that it
doesn't have a stake in the outcomne.

M5. WHITE: And so in these processes, the
outcome would be better in ternms of sustainable
devel opnent or |abor standards?

M5. BURR I think that whenever the
public feels that it is being listened to, that it is
bei ng engaged, and that it has an actual stake in the
outcone, then there is a greater chance that the
nmeasures taken to inplenent the trade agreement will
be sustainable because it is not inposed by a
government upon its peopl e.

It is goingto be a collaborative process,
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and | think when it conmes to environnent, and | abor,
and other issues, an understanding of what can be
achieved in a free trade agreenent, but also the way
you get there, that you do need to take into account
environnent al i ssues and that you do need to take into
account how you <can pronote agriculture in a
sust ai nabl e way.

And do that in constructive dial ogue with
society wll make the outcone better, and it will make
t he enf or cenent of t he agr eenent and t he
i npl ementation of the agreenment much better than it
ot herwi se woul d be.

MR.  MOORE: You nentioned sone of the
envi ronnent al probl ens that your organi zation sees in
this part of the world. And of course you know t hat
some of the South African countries are actually quite
poor relative to even sone of the neighbors in that
region, which itself creates incentives for sone of
the practices that can cause sonme of these
envi ronnment al probl ens.

And | wonder as you are seeking to work

wi th governnents, with civil society, and devel opi ng
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countries, how do you nake the case for sonme of the
production practices that are environnentally
sustainable in that part of the world?

How do you connect t hese good
envi ronnent al practices W th t he legitimate
devel opnent concerns that countries |like this have?

MS. BURR wll, | wll give you a
particul ar exanple. The idea of factory farm ng, and
i ntensive farmng, and the problens that brings. And
probl ens with contam nation of water, and soil, air,
and di seases brought on by the nassive waste that
comes fromfactory farm ng enterprises.

Most devel oping and | east-devel oped
countries, at least currently, don't enploy those.
They are historic and | guess historic and sone of it
is indigenous farmng practices, are actually very
envi ronment al | y sust ai nabl e.

It is the belief |I believe that is being
mani f ested t hrough trade agreenents that they have to
adopt the practices of the United States, and of
Europe, in order to conpete in the agricultura

sector. And if they do that, that brings about a | ot
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of the unsustainable activities.

And sonme of the countries in pushing for
certain types of devel opnent have opened the door to
unsust ai nabl e practices. And that is one reason that
| asked for |abeling and encouragenent of practices
that don't bring that aspect intoit, and that pronote
the wuse of environnentally friendly and anina
friendly products.

That they can get special market access
and they can be pronoted in the manner that they
shoul d be, and hopefully that will break the cycle.

CHAI RPERSON SURO- BREDI E:  Thank you very
much.

M5. BURR:  Thank you.

CHAI RPERSON SURO- BREDI E:  This hearing is
adj our ned.

(Wher eupon, at 3:55 p.m, the hearing was

concl uded.)
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